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ABSTRACT
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The Impact of Competition on the Interconnection
Industry
Project directed by Professor B. A. Kolb
One of the most critical problems facing the 
telecommunications industry is the extent to which 
competition will be introduced into what has been, for 
the most part, a regulated industry. In the forefront 
of the competitive environment has been the telephone 
interconnection industry. The genesis of this industry 
was the Carterfone decision by the Federal Communications 
Commission which allowed competition in the intercon­
nection field. It is the thesis of this project that 
the most significant factor affecting the telephone 
interconnection industry today is the continued impact 
of competition on the industry.
To insure that the project stayed within manage­
able limits the authors chose to examine the issues 
dealing with that part of the interconnect industry 
providing for ths connection of answering devices, 
acoustic couplers, personal custom telephones, intercom 
systems, key business systems, or private branch 
exchanges (PBX) to the telephone system. Issues 
surrounding the competitive interconnect services of
microwave and satellite links provided by the specialized 
common carriers are beyond the scope of this project.
The specialized common carrier area is a critical issue 
on its own right and should be the subject of investi­
gation by future participants in the Telecommunications 
Program. An analysis of present, past and potential 
interconnect manufacturers is provided to show how the 
lure and promise of competition has affected the industry. 
Because there are hundreds of companies involved in the 
manufacture and marketing of interconnect devices, only 
a limited cross section has been chosen for this 
project.
This abstract is approved as to form and content.
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Faculty member in charge of Project
PREFACE
During the last decade competition in the 
telephone interconnection industry has gone from infancy 
to a billion dollar reality. The Federal Communication 
Commission's landmark Carterfone decision in 1968 was 
a significant departure from the monopoly dominated past. 
This does not imply that the monopoly did not serve the 
country well, because telephone service in the United 
States, then and now, continues to be the best in the 
world. Success is a relative concept, and there are 
many who believe that competition will make our telephone 
service even better. However, the implications of com­
petition telephone service remain an unknown.
A number of specific policy issues have surfaced 
over the last several years from the emergence of com­
petition, and have forced themselves upon the Congress, 
regulatory agencies and other public institutions charged 
with protecting the public interest in telecommunication 
matters. At the time of this writing Congress has just 
finished hearing testimony on the Communications Act of 
1978. This proposed legislation has placed telecom­
munication policy matters on center stage for the first
%
time in decades. The Act has been called a first step, 
a beginning, in an attempt to resolve the issues of which 
competition plays a very substantial role.
This project focuses upon a number of the important
telecommunication issues awaiting resolution by the 
Congress. We will attempt to identify and explain the 
policy problems and the implications of alternative 
solutions for the interconnection industry. In order 
to reach our project goal we will concentrate on the 
development of competition via the regulatory, judicial, 
legislative process, the structure of the telephone 
interconnection industry, and industry and government 
reaction to competition.
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CHAPTER I
INTRODUCTION 
The Statement of the Problem
The most significant factor affecting the 
telephone interconnection industry today is the 
impact of competition.
Purpose
One of the key provisions of the recently 
introduced rewrite of the Communications Act of 19 34 
is that competition in some sectors of the telecom­
munications field will be adopted as official policy.
This is news, but competition is not a new phenomenon 
in the telecommunications industry. Competition has 
been with us from the beginning, but it has had its ups 
and downs since the early days of the telephone. Over 
the last ten years competition has seen a new dynamism.
The status quo of fifteen years ago is now subject to 
change. The telephone network from subscriber instrument, 
to local loop, to central office and beyond are no longer 
the exclusive province of the carrier. The purpose of 
this project will be to analyze the impact of competition 
on the telephone interconnection industry, the competitive
2industry that now supplies the subscriber end of the 
telephone network.
Definitions
Interconnection is the connection of any device 
provided by a regulated common carrier, an independent 
manufacturer, or private citizen.
Interconnection, as used in this project, is the 
connection of answering devices, acoustic couplers, 
personal custom telephones, intercom systems, key 
business systems, or private branch exchanges (PBX) to 
facilities provided by the telephone common carrier.
Delimitations
The direct connection of microwave and satellite 
systems to the telecommunications network as provided 
by the specialized common carriers are part of the broad 
definition of interconnection. However, they will not 
be considered in detail in order to narrow the scope of 
the project.
Judicial and regulatory decisions related to 
specialized common carriers will be discussed only if 
there is a parallel impact on the telephone intercon­
nection industry.
3Content
Chapter II provides a background to the evolution 
of competition prior to the introduction of competition 
to the telephone interconnection industry. It examines 
the trends that led to the decisions for competition 
over the past ten years.
Chapter III analyzes the judicial, regulatory, 
and legislative actions that form the legal basis for 
the telephone interconnection industry today. An 
overview of representative telephone interconnection 
manufacturers, both independent manufacturers and common 
carriers, is provided to show the evolution of the 
telephone interconnection industry as a competitive 
business enterprise.
Chapter IV analyzes industry, government and 
special interest group reactions to the issues that have 
resulted from competition in the telephone intercon­
nection industry. Emphasis will be given to the analysis 
of proposed legislation as it relates to interconnection. 
Examples are the Consumer Communications Reform Act (CCRA) , 
the Primary Instrument Concept, and the Communications 
Act of 1978.
%
Chapter V provides conclusions for the future of 
interconnection related legislation and regulation. It 
examines the competitive strategies resulting from the 
dynamic decade of change we are now leaving and provides
the United States Independent Telephone Association, and 
the National Association of Regulatory Utility Com­
missioners were especially noteworthy in the assistance 
and information they have provided during the project.
The questionnaire requested comment on the following 
topics and questions:
•k* Interconnection t What are your views on recent 
FCC and court decisions allowing for increased com­
petition in the telecommunications industry? What 
is your expectation of success for FCC's registration 
program? Is the "Primary Instrument Concept" as 
proposed at AT&T and others a viable concept?
B. Trends in Regulation: In light of the recent 
remarks of FCC Chairman Ferris concerning diminishing 
regulation, what impact do you project this 
deregulatory trend will have on the industry?
C. Communications Act Rewrite: H.R. 13015, 
Sections 332 and 333 propose major changes with 
regard to competition and manufacturing capabilities 
of common carriers. What is your assessment of this 
portion of the proposed legislation?
D. Industrial Innovations: What industry trends
do you project with regard to equipment innovation 
and pricing if free competition prevails.
CHAPTER II
THE EVOLUTION OF COMPETITION
Introduction
The United States is almost alone among the
nations of the world in entrusting the development and
operation of its telephone industry to private enterprise
The giant of the industry, American Telephone and
Telegraph, proudly notes in their 1977 Annual Report:
That the United States today enjoys the most 
highly advanced communcations service in the 
world is attributable to the incentives that derive 
from the now proven concept of private enterprise 
operating under public surveillance.1
Business Week magazine extolls that, "The U.S., Sweden,
and Switzerland now boast more than 60 phones per 100
2population, while the world average is just 9.6." The 
Wall Street Journal points with pride to the fact that 
there are in the United States seven metropolitan areas
3that have more telephones than people. In a span
1American Telephone and Telegraph Company Annual 
Report, 1977, p. 4.
3 "The New New Telephone Industry Competition and 
Technology Means Even Faster Frowth Over the Next 20 
Years," Business Week, February 13, 1978, p. 69.
3"Is Anybody Listening," The Wall Street Journal, 
January 29, 1976.
slightly exceeding 100 years this industry has evolved 
into a giant of the American economy providing fast 
reliable service to the ever expanding communication 
needs of our society.
The world1s thirst for communication services seems 
unquenchable. Jack Eger, former Office of Telecom­
munications Policy Acting Director, stated,
. . .  the United States has already reached the 
point where nearly half of the Gross National Product 
(GNP) is measured in the terms of the production, 
storage, and dissemination of knowledge. We know 
the next 10 years will be characterized by an 
exponential growth in the quantity and variety of 
information that will routinely be circulated in 
the blink of an eye.4
The telephone has been elevated from the category of luxury
to necessity in American households in little more than
one generation's life span. In America one sees that,
In 1934, only one third of homes had telephones, 
with a total of 17 million in service. Today 96 
percent of American homes have phones and the 
nation has more than 160 million.5
This trend in the acquisition of telephones by the
American public is depicted by the following table:
4John F. Judge, "The Complexities of Seeking a 
Policy," Government Executive, June, 1976, p. 40.
5Independent Phonefacts '78 (Washington, D.C.: 
United States Independent Telephone Association 
Publications, 1978), p. 5.
TABLE 1
8
TELEPHONES IN AMERICAN HOUSEHOLDS9,
Year Percent of U.S. Households
Having Telephone Service
1920 3 5%
1930 41%
1940 3 7%
1950 62%
1960 7 9%
1970 92%
1977 96%
Independent Phonefacts 178, Washington, D.C.: 
United States Independent Telephone Association 
Publications, 1978, p. 6 .
The implication today is that the recent trend 
toward competition in the telephone industry is something 
new. In fact in its birth, growth, and maturity the 
industry has on numerous occasions survived and thrived 
on the competitive spirit. Kuehn quite accurately 
describes the process as,
. . .  in just a hundred years, the communications 
industry has gone a circular route from vigorous com­
petition in\the late 1800's, to total monopoly in the 
early 1900's, and now back to vigorous competition in 
the last half of the twentieth century.
^Richard A. Kuehn, Cost Effective Telecommunications 
IlSfew York: AMACON Press, 1975), p. 4.
A New Industry
9
The beginning of the telephone interconnect battle 
goes all the way back to the invention of the telephone. 
While not all historians are in agreement, Alexander 
Graham Bell is generally acknowledged as being the 
inventor of the telephone. Bell's original Patent, No. 
174,465, was allowed on March 3, 1876, and issued on
7March 7, 1876. This patent must surely be considered 
one of the most valuable ever issued. It became the 
subject of literally thousands of pages of testimony in 
hundreds of suits to annul it, and survived.
The controversy over the original patent was 
predicated by the belief of Mr. Elish Gray, that he in 
fact was the inventor of the telephone. The battle 
between Gray and Bell was to eventually be resolved in 
the United States Supreme Court. Goulden's description 
of the initial patenting session sets the stage for the 
numerous challenges that would occur.
The same day that Bell filed his telephone patent, 
another inventor, Elish Gray, of Chicago, with whom 
Bell had competed on the harmonic telegraph, came 
into the patent office a few hours later with his 
own telephone specifications. There was one 
significant difference in what they requested. Bell 
. . . asked for a patent on his model, Gray sought
only a caveat, by simplest definition the
7John Brooks, Telephone: The First Hundred Years 
fltfew York: Harper and Row, Publishers, 1976), p. 4"7.
registration of a statement by an inventor that 
he is working on something that he has not perfected.
(Patent Office has since abandoned caveats.)
In his history of the industry, Telephone: The First 
Hundred Years, Brooks adds,
With the issuance to Bell in January 1877 of his 
second basic patent, No. 186,787, covering the 
combined receiver-transmitter instrument and various 
of its mechanical features— the telephone was 
protected by a patent fortress that would prove to 
be impregnable to hundreds of urgent assaults.9
The initial patents were for a 17-year period. 
During the tenure of the patents, Bell was able to gain 
a substantial lead in developing a market for his 
telephones. By late 1877, Bell was involved in one of 
his first episodes of competition. Utilizing the Gray 
patent, Western Union had started a rival telephone 
system. Already having wiring in place gave Western 
Union a marked advantage over Bell. A suit was 
successfully filed by Bell for infringement of his 
patents.
In retrospect an anlysis of the motivation of the 
Bell System during the time period of the original patents 
is difficult. The profit motive seemed almost exploitive. 
A thought provoking commentary is provided in Goulden's 
book, Monopoly, when he states,
10
8Joseph C. Goulden, Monopoly (New York: G. P. 
Putnam's Sons, 1968),p. 33.
9Brooks, op. cit., p. 53.
11
. . . continuing through the expiration of the 
basic patents in 1894-1895. The Bell owners, con­
servative New Englanders, considered the telephone 
industry a private gold mine to be worked at their 
leisure, with profits having priority over public 
convenience and service. Stockholders received 
annual dividends ranging up to 18 percent of their 
investment. By 1893, seventeen years after the 
beginning of commercial telephony, Bell had installed 
only 266,431 phones, most of them in urban areas, 
requiring a minimal investment in lines and trans­
mitting equipment.10
This time period indeed was a lucrative period for the
initial stockholders but it could not last forever.
Bell himself was an inventor, not a financier or
manager. The operational genius responsible for the
acquisition of capital and managerial leadership to
shape the destiny of the Company was Theodore N. Vail.
Earlier in the century, Vail's family had aided Samuel
Morse in the invention and development of the telegraph.
Vail's obsession, as he constructed the monopoly, was
destruction of competition.
The monopoly was firmly established when in 1882,
Bell acquired Western Electric. Western Electric would
prove to be a gold mine for the company in the future.
Items required by the various Bell companies and purchased
through Western Electric would simplify the task of
maintaining uniformity of quality and compatibility
%
required by the developing network.
10Joseph C. Goulden, Monopoly (New York: G. P. 
Putnam's Sons, 1968), p. 56.
The Kingsbury Agreement
In 1913, Woodrow Wilson became the 28th President 
of the United States. President Wilson entered the White 
House with strong intentions of nationalizing the 
telephone system. Although he was unable to generate 
strong support for his nationalization plan, he was 
successful in obtaining from Congress a bill granting 
the Interstate Commerce Commission a semblance of 
regulatory authority over interstate telephone rates.
It should be noted that,
. . . President Wilson ultimately did nationalize 
the phone system in 1918 as a war measure but turned 
it back to private ownership as soon as possible 
after peace came.H
The threat of nationalization of the phone 
companies was neutralized through negotiations culminating 
in the now famous Kingsbury Agreement. This agreement 
was the result of vigorous efforts by the United States 
Attorney General, George W. Wickersham, in 1913, to 
pursue the telephone companies for antitrust violations.
N. C. Kingsbury, Vice-President of AT&T, acted to stifle 
the impending threat by establishing a basis for fair 
commercial relationships in the industry. In a letter 
to the Attorney-, General, Kingsbury committed AT&T to the 
following:
12
11Joseph C. Goulden. Monopoly (New York: G. P. 
Putnam's Sons, 1968),p. 297.
1. Western Union stock worth approximately $30 
million would be sold.
2. No new competing telephone companies would be 
acquired, except as required by regulatory agencies.
3. Arrangements for long distance toll inter­
connections with independent telephone companies 
would be provided.
Regulation of the Industry
Growth would continue for the telephone industry 
until the Great Depression. During the depression, AT&T 
and many of the Independents, used their financially 
stable positions to acquire numerous companies in 
financial trouble. The Interstate Commerce Commission 
(ICC) offered little restraint to the telephone industry. 
Goulden points out that,
The ICC's version of regulation is what AT&T had 
in mind. During its more than two decades of juris­
diction over interstate telephony the ICC never 
instituted a preceeding aimed at reducing rates.
. . . the ICC's sole positive act was to establish 
a uniform system of accounts and rules for depreci­
ation accounting for companies engaged in inerstate 
business.12
President Herbert Hoover recognized this problem
and proposed that the solution was a separate regulatory
%agency for communications. In 1934, Congress created 
the Federal Communications Commission, under whose
12Joseph C. Goulden, Monopoly.(New York: G. P. 
Putnam's Sons, 1968), p. 297.
authority rested the telephone industry. The new agency 
little to interfere with development of the industry. 
Any actions that the FCC contemplated toward the telephone 
industry were thwarted by the impending national 
preoccupation with the Second World War. The resources 
of the telephone industry proved to be a true national 
resource during the war engendering itself as a national 
asset to the American people.
The Antitrust Compromise
Following the war, in 1949, antitrust actions were 
again thrust at AT&T trying to force divestiture of the 
company's manufacturing capability, Western Electric.
The efforts to sever Western Electric proved unsuccessful 
after several years of expensive court battles. In 
January of 1956, a Consent Decree with the U.S. Department 
of Justice was agreed to by AT&T in settlement of the 
antitrust suit initiated in 1949. Mathesion described the 
agreement as,
. . . AT&T retained ownership of Western Electric
but was no longer permitted to engage in any business 
activity other than the furnishing of common carrier 
communication services. Nor was Western Electric 
permitted to manufacture any equipment of a type not 
sold or leased to Bell operating companies for use 
lu furnishing common carrier communications service.1^
Since the Consent Decree, AT&T has for the most
13gtuart L. Mathison and Phillip M. Walker, 
Computers and Telecommunication Issues in^  Public^Policy, 
(Englewood Cliffs, New Jersey: Prentice-Hall, 1970), p. 5.
14
part continued to operate in the same manner as it did 
before the decree. AT&T has tended to consider the 
Consent Decree as somewhat of a license to protect its 
monopoly position. in November of 1974, once again, 
the Department of Justice filed suit against AT&T and its 
subsidiaries. The basis for this action is the alleged 
violation of the Sherman Antitrust Act of 1890. The 
Department of Justice is seeking an injunction against 
further antitrust violation, divestiture of AT&T's capital 
stock interest in Western Electric, and divestiture by 
AT&T of some or all of its holdings in the local operating 
companies. AT&T is vigorously pursuing dismissal of the 
action but an expeditious resolution is not expected. The 
recently proposed rewrite of the 19 34 Communications Act 
(H.R. 13015) specifically addresses the problems attacked 
by the Justice Department.
The Status of the Common Carriers
An examination of the industry today would reveal 
it to be a solid ingredient in the U.S. economy. J.
Edward Hyde, describes the composition of the telephone 
industry in his recent book, The Phone Book, as,
If the industry is represented by the face of a 
clock, 9 hours and 50 minutes constitute the Bell 
System's share. The remaining 2 hours and 10 minutes 
belong to the other 1,832 telephone companies.14
14J. Edward Hyde, The Phone Book (Chicago: Henry 
Regnery Company, 1976), p. 21.
Phonefact 123.'published by the United States Independent
Telephone Association (USITA) , describes the industry as 
of December 31, 1977, as indicated in the following table
TABLE 2
COMPOSITION OF THE U. S. TELEPHONE INDUSTRY*3
Independents Bell Total
Telephones(ooo’s)$ 29,675 $ 132,018 $ 161,693
Companies 1,556 25 1,581
Exchanges 11,045 6,711 17,756
Plant(ooo's) 25,174 103,576,259 $128,750,259
Operating
Revenues(ooo's)
Local 3,200, 17,481,512 20,681,512
Toll 3,765, 18,468,132 22,233,132
Other 169, 1,310,762 1,479,762
Total $7,134, $ 37,260,406 $ 44,394,406
Employees 168, 785 953
Independent Phonefacts 178, (Washington, D.C.: 
United States Independent Telephone Association 
Publicatons, 1978) , p. 11.
Bell Telephone describes its own organization in 
its recent publication Engineering and Operations in the
Bell System as follows:
. . . the American Telephone and Telegraph Company, 
which is the parent company; the Western Electric 
Company, which is the manufacturing and supply branch 
of the Bell System and which is wholly owned by AT&T; 
Bell Telephone Laboratories, which does research and 
development and which is owned half by AT&T and half 
by Western Electric; and 24 telephone companies, 
commonly referred to as operating companies, which
provide service to customers. There are also a 
number of subsidiaries, companies owned by AT&T 
and Western Electric, such as Nassau Recycle 
Corporation and Teletype Corporation.
Fortune magazine points out that "Bell's assets are three
times those of IBM, Xerox and Proctor and Gamble
combined." The company reported a net income of $4.5
billion for 1977, with operating revenues of $36.5
17billion. As a point of reference when one examines 
the magnitude of the capital involved in AT&T's operations, 
Hyde points out,
In 1973, Chrysler A & P, RCA, Phillips Petroleum,
S.S. Kresge, Boeing, International Harvester, 
Woolworth's, Greyhound, Firestone, Litton and General 
Foods among others each reported annual profits of 
less than $150 million. In that same year the 
Telephone Company wrote off— as being uncollectable—  
debts of $150 million.
Currently the largest component of the Bell System
is its manufacturing arm, Western Electric. In 1977,
19Western Electric's sales totaled $8.1 billion. If Western
Electric were not wholly owned by AT&T, it would be the
20twelfth largest corporation in America.
17
15Engineering and Operations in the Bell System,
Bell Telephone Laboratores Incorporated, 1978, p. 4.
16 "Ma Bell Faces Life," Fortune, November 1, 1977,p. 50.
^ American Telephone and Telegraph Company Annual 
Report, 1977, pp. 26-27.
18J. Edward Hyde, The Phone Book (Chicago: Henry 
Regnery Company, 1976), p. 1
19Western Electric Company Annual Report, 1977, p. 2.
20John Brooks, Telephone: The First Hundred Years 
(New York: Harper and Row, Publishers, 1976), p. 10.
18
During Congressional testimony in July 1978,
J. Phillip Bigley, President of the United States 
Independent Telephone Association (USITA), described the 
profile of the independent telephone companies. In his 
testimony he stated,
* ’ . * there are about 1550 independent telephone 
companies in the United States providing service for 
more than 51 percent of our country's geographical 
area having telephone service. The independent 
companies operate in 48 of the 50 states and provide 
the only telephone service in Alaska and Hawaii. We 
serve over 11,000 communities through more than 30 
million telephones.
. . . . independent companies have a plant 
investment of over $25 billion with current annual
construction expenditures of $3 billion.........
Our annual operating revenues are almost $7.2 billion. 
We employ 168,000 people, and more than 1.1 million 
people own shares in the independent telephone 
companies which are publicly held.
Additionally, the independent companies are growing 
at an annual rate of approximately 5 percent compared 
with a growth rate of about 4 percent for the Bell 
System companies.21
It is noteworthy that 384 independent telephone
companies grossed more than $1 million in 1977, with the
22largest reporting $862,000,000. Bigley has further
21j. Phillip Bigley, President, United States 
Independent Telephone Association, Testimony on H. R. 13015 
before the Subcommittee on Communications, Committee on 
Interstate and Foreign Commerce, United States House of 
Representatives, July 27, 1978.
22Independent Phonefacts '78,(Washington D.C.: 
United States Independent Telephone Association 
Publications, 1978), p. 19.
noted with regards to the financial positions of the 
independent telephone companies that 11. . . our top six 
companies reported increases in earnings per common share 
ranging from 10 percent to 19 percent."23
Most people are surprised at the number and 
locations of the independent telephone companies.
Phonefacts '78, published by USITA, lists the breakdown 
by states of independent telephone companies follows in 
Table 3.
The evolution of the telephone industry has been 
the result of much conflict and compromise. Its genesis 
has been based on successful competition. The period 
from the Kingsbury commitment (1912) to the mid 1960's, 
was relatively stable, in which the industry proved its 
flexibility in adapting to government regulation. As 
shall be further examined, the industry after the mid 
1960's is about to be forced into a new era. If history 
provides any clues, the industry is capable of meeting 
the challenge of competition, since no other regulated 
industry has had as much success in neutralizing attacks
19
Opinion expressed by J. Phillip Bigley, President, 
United States Independent Telephone Association, in an 
address ("A Report From Your Neighbors") at the Canadian 
Independent Telephone Association Convention, Edmonton, 
Canada, September 12, 1978.
20
TABLE 3
INDEPENDENT TELEPHONE COMPANIES BY STATES0
State Companies
1977 State Companies1977
Alabama 33 Montana 16
Alaska 22 Nebraska 53
Arizona 6 Nevada 4
Arkansas 33 New Hampshire 11
California 23 New Jersey 5
Colorado 26 New Mexico 10
Connecticut 2 New York 46
Florida 16 North Carolina 28
Georgia 36 North Dakota 20
Hawaii 1 Ohio 49
Idaho 12 Oklahoma 38
Illinois 60 Oregon 41
Indiana 53 Pennsylvania 57
Iowa 160 South Carolina 27
Kansas 44 South Dakota 33
Kentucky 20 Tennessee 24
Louisiana 22 Texas 83
Maine 17 Utah 10
Maryland 1 Vermont 8
Massachusetts 3 Virginia 21
Michigan 50 Washington 39
Minnesota 94 West Virginia 7
Mississippi . 21 Wisconsin 114
Missouri 46 Wyoming 11
TOTAL: 1,536
independent Phonefacts '78, (Washington, D.C.: 
United States Independent Telephone Association 
Publications, 1978), p. 16.
from government and in getting what it wants from 
regulators. The next chapter will examine the recent 
developments that are reshaping the industry.
CHAPTER III
THE STRUCTURE OF THE INDUSTRY 
Introduction
Theodore N. Vail, AT&T's first president, 
accepted government regulation to keep antitrusters from 
destroying AT&T and fragmenting the industry. He did 
this by fashioning an approach that turned the regulatory 
process to the advantage of the industry. The industry has 
remained relatively stable since Vail's time, operating 
as a protected monopoly regulated by the government. The 
mid 1950's signaled a change that would rattle the 
industry.
Hush-A-Phone
AT&T defines interconnection of customer provided 
equipment in their book Engineering and Operation in the
Bell System as follows:
there are three clases of customer-provided 
equipment: (1) equipment that has an electrical
connection to the network through a protective 
connecting arrangement, (2) equipment that is 
acoustically or inductively coupled to the network, 
and (3) certain types of equipment for which a 
guarantee of technical integrity can be made through 
"attestation" or conformation.1
■'"Enaineering and Operations in the Bell System, 
Bell Telephone Laboratories, Inc., 1978, p. 4.
Devices not provided by the telephone company were
protected by tariffs from being connected to telephone
company lines until the historic Hush—A—Phone decision 
2of 1956. AT&T has always attempted to strongly enforce 
the tariff restrictions against foreign attachment to 
the telephone system by threatening both customers and 
vendors with service suspension. The Hush-A-Phone device 
was simply a cup-type device which was fitted over the 
transmitter end of the telephone instrument to funnel the 
speaker's voice into the telephone. It was an acoustic 
coupling device, requiring no electrical connection, which 
greatly aided the user when operating in a noisy environment. 
It allowed for greater privacy of telephone conversations 
in a crowded office.
In December of 194 8, the manufacturers of the 
device filed a complaint with the Federal Communications 
Commission demanding that AT&T be ordered to cease 
threatening Hush-A-Phone users with service suspension.
Seven years later, in December of 1955, the Commission 
dismissed the Hush-A-Phone complaint.
The Commission's decision was appealed to the 
U.S. Circuit Court of Appeals for the District of Columbia.
In November of 1956, the Court overturned the Commission's 
ruling. The Court decreed that tariff prohibition of
u.s. App. D.C. 190, 238F, 2d, 266, D.C. cir.
(1956) .
customer supplied "foreign attachments" is "an unwarranted 
interference with the telephone subscriber's right to use 
his telephone in ways which are privately beneficial."3 
The decree did bar electrical interconnection to telephone 
equipment. The importance of the Hush—A—Phone decision 
was that it marked a significant departure from traditional 
policy, and it paved the way for subsequent decisions which 
had far reaching consequences for the telephone industry.
Carterfone
The historic Carterfone decision of 1968, 
completely changed the interconnect market.4 Telephone 
company tariffs continued to carry a general prohibition 
against connecting customer-provided terminal devices.
In 1966, AT&T threatened action against customers utilizing 
a customer-provided device called a "Carterfone" which 
acoustically interconnected mobile radio systems to the 
telephone network. The manufacturers of Carterfone filed 
a private antitrust suit against AT&T. The U. S. District 
Court determined that the Federal Communications Commission 
had jurisdiction over the disputed tariff provisions and 
while reserving final judgement on the antitrust issue, 
referred the case‘> for Commission proceedings. In March 
of 1968, the Commission stunned the industry with its
3Hush-A-Phone Corp. v. United States, 238 F.2d,
266, 269, 719567.
413 FCC 2d, 420 (1968). Recon. denied 14 FCC 2d,
573 (1968).
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decision. The Commission ruled that devices, such as the 
Carterfone, satisfied an unmet communications need and did 
not adversely affect the telephone network.
The door for competition was now fully opened since 
customers no longer had to lease equipment from the tele­
phone companies and were in fact free to purchase whatever 
auxiliary attachments needed from independent suppliers.
The most significant aspect of the decision was that it 
did not limit its findings to just the Carterfone device.
It instead established a general policy that tariffs such 
as those before it were unlawful.
The Industry Reacts to Carterfone
The telephone industry was thus thrust back into 
the competitive environment. The reaction by AT&T to the 
prospect of competition is best indicated by a statement 
of H. I. Romnes, then Chairman of AT&T's Board of 
Directors, in the 1968 Annual Report.
Since customers now have options in using the 
network, this should further increase usage and 
enhance the growth of our business. Competition 
in providing communications equipment that may be 
connected to the network will no doubt accelerate, 
but we are confident of our ability to meet the 
tests of the market. In the expanding structure 
of communication there is room for all.
Unfortunately Mr. Romnes' statement appears to be only
lip service to the cause of competition in the industry
5American Telephone and Telegraph Company Annual 
Report, 1968, p. 4.
when it is compared to the comments of his successor,
Mr. John D. DeButts.
. . . we have made no secret of our conviction 
that the public interest is not served by the 
introduction of competition in a business that owes 
its progress and its present advanced states of 
development to the principle of undivided responsi­
bility for service to the public.6
It should be further noted that although Mr. DeButts does
not seem to enjoy the prospect for competition within the
industry, the 1977 Annual Report of AT&T reflects the
realities of the world today. The report states,
. . . we recognize that the world of telecom­
munications is not "ours" and that today there are 
a great many organizations besides our own whose 
talents can efficiently be .brought to bear on the 
growth and improvement of the nationwide telephone 
network.7
AT&T's battle cry is further elaborated in the report,
We shall compete vigorously. To this end, we 
shall continue to urge that the public interest 
requires that requlators impose no arbitrary 
hindrances that might bar us from the timely 
introduction of new services that meet our 
customers' needs or preclude the realization of 
the full potential of our technology.
While the majority of the emphasis counter to 
industry competition has been originated by AT&T it must 
also be noted that the independent telephone companies
6John D. DeButts, Chairman of AT&T's Board of 
Directors, Letter to the Shareholders of AT&T, November 
26, 1974.
7American Telephone and Telegraph Company Annual
Report, 1977, p. 24.
8Ibid., p. 23.
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for the most part share the position of the industry giant,
J. Phillip Bigley, the President of the United States 
Independent Telephone Association (USITA), representing 
the more than 1600 Independent telephone companies in the 
United States, recently stated,
We recognize that new technology makes possible 
some types of competition, such as private line 
service and customer provided. . . .We intend to 
prosper and to serve our customers well under 
competition. But we still believe our traditional 
system was better.y
The position of General Telephone and Electronics, 
the second largest telephone system, is consistent with 
Bell's position. GTE's 1976 Annual Report states,
Our position is simply this: Congress should 
reaffirm the national communication policy of 
"universal service"— the provision of high quality, 
low cost service to the maximum number of people.
We oppose the introduction of "contrived competition" 
which would necessarily result in higher rates for 
local telephone service.10
Opposition to competition within the telecommuni­
cations industry is not universal. Another major participant, 
Western Union, qualifies its position favoring competition
in its 1977 Annual Report.
Western Union favors competition in telecom­
munications. However, the development of effective 
competition requires the removal, by legislation 
if necessary, of many of the regulatory restraints 
imposed only on existing common—carriers such as 
the telegraph company. We feel that electronic
^Opinion expressed by J. Philip Bigley, President, 
United States Independent Telephone Association, in an 
address ("A Report From Your Neighors ) at the Canadian 
Independent Telephone Association Convention, Edmonton, 
Canada, September 12, 1978.
10General Telephone and Electronics Annual Report, 
March 4, 1977, p. 3.
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uses limited natural resources in the form of radio frequencies and orbital slots 
in space, must be regulated. On the other hand,
Ye an competitors should have equal flexibility
in providing services which employ new technology
and equipment such as computers and communications terminals.11
The trend toward deregulation has been firmly 
established at the Federal Communications Commission. The 
former Chairman of the FCC, Richard E. Wiley, commented in 
a letter to Representative Lionel Van Deerlin, the Chairman 
of the House Subcommittee on Communications,
. . . in a competitive marketplace, there are no 
artificial barriers to anyone ready, willing and 
able to meet the specialized, diverse, or unfilled 
communications needs of the public.
The present Chairman of the Federal Communications
Commission, Charles Ferris, gives no indication of any
policy change. He recently stated that he believes the
future of the communications industry should rest on
"entrepeneurial initiative" rather than the decisions of
13the Congress or the FCC.
The International Communications Association (ICA) 
consists of representatives of the largest corporate, 
financial, governmental and educational institutions from 
all regions of the United States and several foreign
^ Western Union Inc. Annual Report, 1977, p. 3.
12Richard E. Wiley, Chairman of the Federal Com­
munications Commission, Letter to the Honorable, Lionel Van 
Deerlin, Chairman, Subcommittee on Communications, United 
States House of Representatives, September 23, 1976.
^^"Ferris: Competitive Instincts," NATA Reports, 
June, 1978, p. 5.
governments such as Canada and Great Britain. The 
member companies of the ICA claim to account for approxi­
mately 13 percent or $4 billion of the total gross annual 
revenues of the Bell S y s t e m . M e m b e r  companies on the 
board oi governors of XCA include Monsanto Company,
Ashland Oil, and Martin Marietta Corporation. In a recent 
letter to the authors, Mr. Phillip R. Evans, the technical 
director of the ICA stated,
Competition is the essential ingredient of our 
free enterprise system; it responds dynamically to 
economic- factors such as style, demand, availability, 
price, and application.15
AT&T's immediate response to the threat of com­
petition is that competition will immediately force an 
increase in rates to local subscribers. Bell is quick 
to point out the advantages of rate distribution plans 
that favor the residential customer.
To the degree that competition forces us to 
relate our rates for these services more directly 
to the costs involved, local exchange rates will 
rise, thereby jeopardizing the historic trend that 
has brought telephone service to 95 percent of 
American households.16
14Robert E. Bennis, President, International Com­
munications Association, Testimony on H. R. 13015 before 
the Subcommittee on Communications, Committee on Interstate 
and Foreign Commerce, United States House of Representa­
tives, August, 1978.
15Letter from Mr. Phillip R. EvansTechnical 
Director, International Communications Association,
October 4, 1978.
16American Telephone and Telegraph Company Annual 
Report, 1977, p. 23.
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Goulden describes the historical precedence in his book, 
Monopoly,
Until the early 1920’s intrastate and interstate 
rates generally were at the same level, based solely 
Reductions in both categories between 
1926 to 1946 generally left the per mile interstate 
rates lower than those for intrastate calls. Since 
the Second World War, interstate reductions have 
continued. Intrastate changes, however, are on the rise.I'
Goulden further notes,
Although no one talks about it publicly, the 
Commissions permit the intrastate long-distance 
charges to underwrite local exchange service on the 
assumption that long-distance calling is still a 
"luxury" when compared to home phone service.
The scare tactic on Bell's part is to raise 
residential telephone rates if forced into competition.
The notion that telephone rates must rise is strongly 
refuted by the findings of FCC in its docket 20003 
inquiry which states in part,
. . . there is no apparent basis for the telephone
industry's claims that private line and terminal 
equipment competition either have had or are soon 
likely to have any significant adverse impact on 
telephone company revenues or on the rates for basic 
telephone service. Specifically, we find no evidence 
to support the industry's claims that these services 
currently provide any contribution or excess of 
revsnues over costs, which helps maintain low rates 
for basic telephone service. Indeed, we find much 
merit in the study findings before the New York, 
Massachusetts, and Vermont public service commissions that 
precisely the opposite may be true i.e., that terminal
17Joseph C. Goulden, Monopoly (New York: G. P.
Putnam's Sons, 1968), p. 33.
18Ibid., p. 307.
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less^than thellTfSl'coslM “an^thei^b b? earI?ln9 a burden on basic teiSphoni S t e s ^ ® ^
The Wall Street Journal provided an anlysis that strongly 
supports the position taken by the FCC,
SOme ^estion about whether the industry revenues in these submarkets 
actually cover their full costs. If they don't, 
loss of business to their competitors would obviously 
benefit rather than harm the users' other services 
. . . even if the submarkets are profitable, the net 
mcoxne^gffeet of any business diversion would be smai1•
The industry's vulnerability in the telephone
equipment market is based on the fact that the telephone
companies own most of the equipment that competitors will
be trying to displace. Only a small percentage of
telephone equipment is protected by long-term lease
agreements. In his book, The Phone Book, J. Edward Hyde
humorously comments that "Customer Owned and Maintained
Equipment is looked upon by the Phone Company in much the
21same way men lost in deserts must view buzzards."
U.S. House of Representatives, Subcommittee on 
Communications, Committee on Interstate and Foreign 
Commerce, Agenda for Oversight; Domestic Common Carrier 
Regulation, April 26, 1976.
20"FCC Study Contends Telephone Rivalry Won't 
Hurt Industry," The Wall Street Journal, May 18, 1976, p.22.
21J. Edward Hyde, The Phone Book (Chicago; Henry 
Regnery Company, 1976), p. 21.
Kolb points out,
only twiceCintti=t?-£SUally faces severe competition niy twice xn xts life, once when it rises to
prominence and again when it is supercedJI a superior technology.22 y
In the face of competition brought on by the changes of 
technology, AT&T has had to increase its own rate of 
innovation. Historically AT&T has lagged behind the 
independents of the industry in applying changes. Table 
4 illustrates how the innovative approach taken by the 
independent phone companies has contributed to the Bell 
System.
TABLE 4
INNOVATION OF TELEPHONE EQUIPMENT^
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Equipment Independent Bell
First Automatic Central Office 1895 1915
Feature PBX 1914 1924
Unattended Exchange 1916 1930
Handset Telephone 1916 1926
Ringer in Telephone Base 1916 1928
dRichard A. Kuehn, Cost Effective Telecommuni­
cations (New York: AMACON Press, 1975), p. 3.
22Burton A. Kolb, "The Rise and Fall of Public 
Utilities— An Appraisal of Risk," The Journal of Business, 
University of Chicago, 1964.
With the advent of competition, the Bell System's
responsiveness to customer requirements is showing some
improvement. For example, developmental time for PBX's
has declined to one year whereas before competition
2 3took six years. In July of 1976, the FCC standardized 
plugs and jacks for use in connecting equipment into the 
telephone network. This modularization has significantly 
reduced equipment installation time and the associated 
costs. Installation times of some business communications 
systems have been cut by as much as 60 percent.24 This 
was accomplished by Bell buying standard packages from 
suppliers other than Western Electric and then subsequently 
modifying them fo.r each customer as opposed to the previous 
practice of individually engineering each system as a 
customized job.
Mr. Robert E. Bennis, President of the International 
Communications Association (ICA) , noted in Congressional 
testimony on the rewrite of the Communication Act 
(H. R. 13015) ,
33
23Welch, Jonathan B. "Workable Alternatives to 
Regulation," Public Utilities Fortnightly, January 22,
1976, p. 38.
24Ibid., p. 38.
t*ie -^nnovative advanced business 
° systems utilized by users today have come about as a result of the freedom of choice 
provided by an unregulated competitive environment.25
The technical director of the International Communications
Association (ICA), Philip R. Evans, further elaborates,
"If free competition continues prices will be driven
down, a la electronic calculators and digital watches."26
An examination of the present and projected future
market for telephone equipment manufactured by the
independent telephone interconnect manufacturers was
recently presented in a special report in Communications
News. The figures are included as Table 5.
Competition continues to spur rapid growth in the
telephone equipment industry for both Western Electric
and their competition. The independent interconnection
equipment industry has grown to an estimated $700 million
27annual volume in 1977, from $70 million in 1972. While 
this market is by its nature dominated by the Bell System, 
industry sources estimate that the independent
34
25Robert E. Bennis, President, International Com­
munications Association, Testimony on H. R. 13015 before 
the Subcommittee on Communications, Committee on Inter­
state and Foreign Commerce, United States House of 
Representatives, August, 1978.
26Letter‘ from Mr. Phillip R. Evans, Technical 
Director, International Communications Association, 
October 4, 1978.
27"Unions Scramble for Power in Communications," 
Business Week, May lr 1978, p. 83.
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interconnection equipment manufacturers' share of the 
telecommunications market will only amount to $3 billion 
of a total projected market of $85 billion by 1985.28
The independent telephone companies aspire to
capture a much bigger portion of the market. General
Telephone and Electronic's Automatic Electric recently
announced that it intends to capture 20 percent of the
29interconnect market by 1982. While this aspiration 
seems noble, challenging the industry leader, Western 
Electric, to unregulated marketplace competition would 
be extremely difficult. Western Electric produces 10 
million telephones per year while GTE's Automatic 
Electric, Stromberg-Carlson, and ITT produce approxi­
mately 2 million sets a year.2^
All of Western Electric's phone sales have been 
within the Bell System but the independent telephone 
companies have been establishing extensive marketing 
capabilities to sell their instruments. GTE for instance, 
the nation's largest independent phone company, has
28C Gus Grant, "Competition Necessary for Managers 
to Select and Control Facilities," Communications News, 
November, 1977, p. 22.
29,'gte Automatic Electric Aiming for 20% of the 
Interconnect Market," Telephony,, March 13, 1978, p. 12.
28"The New New Telephone Industry Competition and
Technology, Mean Even Faster Growth Over the Next 20
years," Business Week, February 13, 1978, p. by.
responded to the interconnect challenge by increasing its 
emphasis on marketing. in the residential market, GTE 
established a Phone Mart telephone sale system with 
approximately 100 outlets.
An organization as large as Bell does not change 
rapidly. Jarred at the prospect of mounting competition 
and well aware that its mammoth organization could not 
immediately change course, AT&T in 1972 called in con­
sultants McKinsey and Company for help.31 The decision 
reached at that time was Bell must create a marketing 
organization. Bell broke with tradition and hired 
top-level marketing experts from outside the company.
With regard to Bell's new found marketing policy 
the 1977 AT&T Annual Report states,
Basically the aim of the Bell System's marketing 
program is to respond to our customers' needs by 
developing and offering communications services that 
meet those needs. In the Bell System marketing is 
service.32
This position is in sharp contrast to the precompetitive 
days. Richard K. Kuehn quite accurately notes:
The first purchasers of interconnect, or user 
owned equipment were telephone company customers 
who were so dissatisfied that_they would have sought 
service from an outside supplier regardless of cost.33
37
31Paul Gibson, "Ma Bell Faces Life," Forbes, 
November 1, 1977, p. 50.
32American Telephone and Telegraph Company Annual 
Report, 1977, p. 23.
33Richard A. Kuehn, Cost Effective Telecommuni­
cations (New York: AMACON Press, 1975), p. 113.
To purchasers and users of interconnect equipment
the world has undergone dramatic changes. A special
report in Communications News provides a summary of
current FCC regulations concerning customer owned
equipment attached to the telephone network. The summary
is included here to clarify the customers * present 
34position.
1. Customers must notify the telephone company 
of any customer-provided equipment they plan 
to connect to the network.
2. Customers who purchase or lease their own 
phone equipment will be responsible for 
its repair and maintenance.
3. Customer-provided equipment must be connected 
to the network by a standard telephone- 
company provided receptical or "jack." FCC 
rules require the phone company to install 
the jack and a charge may be levied by the 
company. Customers may not install jacks.
4. When a customer asks the telephone company to 
make a repair visit, there will be no charge 
if the service problem is traced to phone— 
company provided facilities. But there will 
be a charge if customer-provided equipment is
38
34"Recent Regulatory Decisions Encourage Inter­
connect Market," Communications News, March, 1978, p. 51.
causing the problem. In addition, it will be 
the owner's responsibility and expense to 
repair his equipment.
If customer-provided equipment is defective, 
hazardous, or harmful to proper network 
operation, it must be removed. The telephone 
company may temporarily disconnect the 
customer's service upon giving notice of 
interference to the network.
Telephone companies will charge a monthly fee 
for network use for customer-provided equipment. 
This covers the phone company's costs, for 
bringing the entire network to the local 
premise. The charge may reflect some credit 
for customer provided equipment.
Main telephone, extensions, data equipment and 
devices such as answering machines and automatic 
dialers may be purchased or leased by the 
customer and connected directly to the 
telephone network provided the gear has been 
registered with the FCC or is grandfathered. 
Grandfathered equipment is that which was 
lawfully connected to the network without a 
protective coupler on October 17, 1977.
Until additional details have been worked out 
by the FCC, PBX'x and key systems may only be 
connected according to existing tariffs.
9. The FCC registration program does not apply
to telephone customers with party-line service 
or coin telephones. This may not be 
provided by the public or connected to the 
network.
10. Equipment for sale and not grandfathered must 
have a standard registration label indicating 
compliance with FCC rules. Information from 
this label must be provided to the phone 
company by the customer before the equipment 
may be connected.
AT&T will continue to have an advantage in 
marketing in that they can offer a total service package 
to the customer. The innovative technology of the com­
petitors should serve to spur AT&T on in the market 
instead of inhibiting it.
With the reality of competition now established 
the industry appears to be successfully responding. The 
ten year span since Carterfone has required a complete 
change in strategy for the competitors in interconnect.
The transition to less regulation, almost deregulation, 
in interconnection is occurring now. The future will be 
the judge of this trend. While the telephone industry 
may lose the battle of regulation of the interconnect 
industry, the industry is a long way from losing the 
market to its competitors.
40
Competition has put two major interconnect markets
up for grabs. Consumer telephones are now in more than
70 million homes in the U.S. Each home averages appromi—
mately 1.7 telephones. The new marketing philosophies
and the trend to more expensive models with many
convenience features are likely to push the phone market
to $1 billion per year on its own.33 With this single
line customer market looking so good, there is a fear
among present independent manufacturers that development
of the electronic chip and its subsequent refinement into
telecommunications applications will bring semiconductor
3 6companies into the telephone manufacturing business.
In business communications the trend is merging telecom­
munications functions with data-processing services. It 
is now hard to distinguish some data-processing jobs 
from telecommunications jobs.37
In the face of these expanding markets much of 
AT&T's advertising goes into defending the traditional 
leasing policy. The 1978 advertising budget has been
3 8estimated to be $12 million up from $2.5 million in 1977.
35„The New New Telephone Industry Competition and  ^
Technology Means Even Faster Growth Over the Next 20 years," 
Business Week, February 13, 1978, p. 69.
33"Classy Phonest A Grab at Ma Bell's Market,
Business Week, June 19, 1978, p. 92i.
Interconnect Industry Survey
37Ibid., p. 69.
The estimates were developed by Advertising Age. AT&T 
does not release exact figures on advertising cost.
Table 6 illustrates how the independent intercon­
nection market has expanded over the last eight years.
TABLE 6
VALUE OF PBX's AND PHONES INSTALLED BY 
"INTERCONNECT" SUPPLIERSf
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f"Classy Phones: A Grab at Ma Bell's Market," 
Business Week, June 19, 1978, p. 71
Given the ever expanding interconnect market, the
authors have chosen a representative number of competitors
to survey. There are now hundreds of companies involved
in interconnect, but these companies accurately represent
where industry has been and where it is going.
Areata National Corporation
Areata was an aggressive initial competitor in 
the interconnect business. The optimism of the 
organization was reflected in comments included in their 
Annual Report for the fiscal year ending in 1972. "The 
conununications service group achieved its sales objective 
by almost doubling its volume of the previous year."39 
It should also be pointed out that these accomplishments 
were achieved at a much greater cost than was anticipated 
by the company. In fact the communication service group 
suffered a pre-tax loss of 2.7 million dollars in the 
fiscal year 1972.4(^
The operating picture for Areata's involvement in 
the interconnect market did not promise improvement in 
1973. Areata sustained a $3.2 million loss (after taxes 
in 1973).41 The severe profit drain caused by the com­
munication group was stopped by the sale of the communi­
cation group to Stromberg—Carlson (General Dynamics). 
Virtually all divisions in consulting and telephone 
related equipment and services were sold or closed down
39Areata National Corporation Annual Report,
June 30, 1972, p. 2.
41Arcata National Corporation Annual Report, 
June 30, 1973, p. 2
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during 1973. It is interesting to note the explanation 
provided to stockholders in the 1973 Annual Report,
?refaT"T1^  ^ears it has developed that the business installxng and maintaining private telephone 
systems can be profitably exploited on a national 
scale only by companies with plant facilities capable 
of manufacturing electronic and electro—mechanical 
telephone equipment in high volume. As the com­
petition becomes more intense, equipment manufacturers 
give up their installation and selling profit as a 
selling cost in order to make the manufacturing 
profit. Also the manufacturing profit provides 
money for research and engineering staffs which are 
necessary to continually develop new proprietary 
state-of-the-art equipment.
As of 1974, Areata was involved in only two basic
businesses where they felt they retained management depth;
printed products and redwood lumber. The adventure into
the telephone industry proved a costly venture for Areata.
American Motor Inns, Incorporated (AMI)
AMI is engaged primarily in the business of 
operating motels and restaurants. All of its motel 
operation is associated with the Holiday Inns chain.
Since 1959, AMI, through its subsidiary, Universal 
Communications Systems, Inc. (UCS) , has also been in the 
business of designing,•assembling, marketing and servicing 
telephone systems, including switchboards and related 
equipment for hotels, motels, and other institutions and
businesses.43
42Arcata National Corporation Annual Report, 
le 30, 1973, p. 3.
43American Motors Inns Annual Report 1977,
Ly 31, 1977, p. 3.
UCS now claims over 1300 customers with a total
of 200,000 lines. UCS has approximately 1000 installations
in hotels and motels around the country and claims to be
the leader in sales to hotels and motels. Two recent
examples of sales to large hotels are the 1800-room
Statler Hilton of New York City and the 1900-room
44Sheraton-Boston.
Although the UCS group has shown tremendous 
potential, motels and hotels will, for sometime to come, 
remain the backbone of AMI's business. UCS provided 
11 percent of AMI' s total revenues for the fiscal year 
ending July 31, 1977, and made gross revenues of $7,345,000 
in 1976, and $9,270,000 in 1977.45
General Telephone and Electronics Corporation
General Telephone and Electronics Corporation (GTE) 
is a world—wide business enterprise dealing in communi­
cations, lighting, consumer electronics, precision 
materials, and electrical equipment. Their Telephone 
Operating Group has 20 domestic telephone operating 
companies that are regulated in the same manner as the 
Bell System. The Products Group accounts for most of 
the sales of equipment to the operating companies.
45
44American Motors Inns Annual Report 1977, July 31,
1977, p. 6.
45Ibid., p. 14.
In 1976 the Products Group showed an increase in 
sales, but net income declined 32 percent. GTE claims 
that their decreased earnings came from an unfavorable 
product mix, manufacturing inefficiencies, a switch from 
electro-mechanical switch gear to electronic switching 
equipment, and labor and material costs.46 Indications 
are that GTE was caught with a large inventory of "old" 
equipment that had to be sold at less than cost in a 
rapidly expanding telecommunications equipment market.
GTE1 s third quarter report in 1977 showed a sub­
stantial turn around. Theodore F. Brophy, Chairman, 
attributed the improvement to the communications products 
and consumer electronics products businesses. Net 
earnings for the consumer electronics products business 
was $444,000, compared with a loss of $4.3 million a year 
earlier. The communications products business reported
earnings of $6.3 million, more than double the earnings
47of $2.5 million a year earlier.
GTE has responded to the interconnect challenge by 
increasing its emphasis on marketing. In the residential 
market, GTE established a Phone Mart system with 60 
initial outlets. These were increased to 91 in 1976.
46
46General Telephone and Electronics Corporation 
Annual Report 1976, March 4, 1977, p. 5.
47”GTE Earnings Increased 20% in Third Quarter,” 
The Wall Street Journal, October 20, #■
The Phone Marts are shnnn^^ _shopping areas where residential
customers may select new or additional telephone
instruments from a wide variety of colors and styles.
in the business market, GTE has adopted a systems
approach where coxnmunications-marketing specialists
conduct studies of the requirements of business customers
in order to recommend the most efficient and economic
telecommunication system to satisfy the customers'
48needs. In March 197 8 GTE Automatic Electric announced 
that it intends to capture 20 percent of the inter­
connect market by 1982. The company has formed a new 
group to handle sales of equipment through distributor­
ships established outside cities now served directly by 
the company. This move is geared to avoid its
distributors coming into competition with its own direct 
49sales effort.
GTE's legal position on interconnect is that 
"Universal Service" should be reaffirmed. GTE argues 
that the lowest possible cost to consumers is still 
through the telephone industry. GTE opposes the intro­
duction of what they call "contrived" competition 
concluding that this competition will only result in
47
48General Telephone and Electronics Corporation 
Annual Report 1976, March 4, 1977, p. 6.
49"GTE Automatic Electric J 0* , ™  °pInterconnect Market," Telephony, March 13, 1978, p. 12.
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Common stocks sold at m n u ^ i
in vogue since the Great DepJessJon^ ^  bee"
United Telecom remains a holding company. It 
operates the United Telephone System, the nation's third 
largest telephone system; North Supply Company, a major 
distributor of telecommunication equipment and supplies; 
and United Computing Systems, which offers a broad range 
of computing services. At this time United Telecom 
appears to be content to protect its interests in its 
United Telephone System and not actively exploit the 
interconnect market.
International Telephone and Telegraph Corporation (ITT) 
Telecommunications continues to be ITT's largest 
and oldest business. ITT is active in telecommunications 
transmission systems, and it is just beginning to make 
a significant entry into the domestic interconnect 
market. ITT's equipment sales have been made primarily 
to the foreign telecommunications market. ITT's earnings 
declined slightly in 1976 due, according to the company, 
to the adverse effect of foreign currency translation and
some conservative money policies of European governments.
ITT's earnings were up 14 percent ($563 million) in 1977.
  \
53United Telecommunications, Inc. Annual Report
1974, p. T.
54ITT Annual Report 1976, March 9, 1977, p. 5.
55"Corporate Scoreboard," Business Week, March
20, 1978, p. 79.
ITT forecasts that the saturation level of tele­
communications in their principal markets is still low 
and the requirements for equipment assure a continued 
order input for ITT as more normal economic conditions 
are achieved. ITT has indicated that the developing 
nations, primarily the Middle East oil producing
56countries, will be their prime target for sales.
General Dynamics
Stromberg-Carlson is the interconnect unit of 
General Dynamics. Stromberg-Carlson is still a very 
active participant in the market. It acquired Areata 
Communications in 1973 and United Business Communication 
(United Telecom, Inc.) in 1974. It has been difficult 
to establish Stromberg-Carlson's activities in the market­
place because specific details of its operation are not 
provided in the Annual Reports of its parent company, 
General Dynamics. The 1975 Annual Reported stated,
cj..-nmKorn-rarlson' s sales and earning were below 
the record level set in 1974. However the Company 
maintained its position as the leading supplier
^ a S n ^ o ^ A ^  t ^ t e r o o n n e c t  
telephone market.57
improvement did not come in fiscal 1976. The Wall
Street Journal uoted: "Stromberg-Carlson Corp. said it
plans to drop 200 employees from its payroll by
50
56ITT Annual Report 1976, March 9, 1977, p. 5.
^7General Dynamics Annual Report, 1975, p. 17.
5 8January 1, 1977." Sales by the company in 1976 were
59reported down by 14 percent. The recession and the 
advent of new switching developments were blamed for the 
company's decline in sales. In 1977 Stromberg-Carlson's 
research and development work on digital PBX's continued 
at a high level. Stromberg-Carlson relocated their 
PBX manufacturing element during 1977. The equipment 
operation led to a small loss for 1977, but the company 
attributes the loss to relocation costs and are optimistic 
for 1978.60 Stromberg-Carlson possesses the capability 
for rapid expansion and have the potential to be a leader 
in the interconnection business.
Executone, Incorporated
From the inception of Executon's key telephone 
marketing pregram in February 1974 and through December 
1976, the company has delivered more than 31,000 key 
telephones. Executone started to show significant sales 
growth in 1976 when the telephone interconnect product 
line made up 39 percent of their total business volume.
51
Rochester, New York, ine waxx   -
26, 1976, p. 10.
^General Dynamics Annual Report, 1976, p. 3.
60General Dynamics Annual Report 1977, March 
1973, p. 4.
Order input for 1977 showed an increase of 61 percent
over the 1976 period.
Executone has opposed legislation sponsored by AT&T
and other telephone companies. Executone works through
the North American Telephone Association (NATA), a
lobbying organization that represents the independent
interconnect industry. Its main effort is to convince
Congress and the FCC that competition is the best way
to service the American consumer's diverse and rapidly
. 62changing telecommunications needs.
The latest statistics available for Executone
shows the following financial status for the first
nine months of 1977. These figures are compared to
63the same period in 1976.
1977 1976
q.ies $24,647,933 $18,696,590
Sale fi44 548 234,060Net Income 644,04a
General Electric Corporation
In reviewing industry publications General 
Electric is always listed as a potential interconnect 
entrant. The 1977 Annual Report makes absolutely no
6W ^ r o n e  Annual Revert 197*. December 31, 1976,p.l.
62Ibid., p. 3.
63,.Digest of Earnings Report,” The Wall Street 
Journal, November 7, 1977, p.
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mention of the interconnect market and it has not been 
possible to document any substantiation that General 
Electric plans to compete. It is most definitely within 
their capabilities to enter the market at any time.
International Business Machines Corporation (IBM)
IBM clearly has the potential to make a significant 
impact on the interconnect market, but has not made any 
move in that direction to date. There are two tele­
communications elements in the corporation that could 
make a significant impact in the future. The System 
Communications Division has worldwide development and 
U. S. manufacturing responsibility for communications 
systems, distributed systems, line switching, and 
related communications technologies and programming. 
Satellite Business Systems has filed its first tariff and 
is proceeding with plans to begin offering commercial, 
digital, integrated communications systems m  1981. 
Satellite Business Systems is also engaged in studies
with large U.S. corporations to learn more about their
, 64telecommunications service needs.
In a speech before the Hartford Society of 
Financial Analyst on March 16, 1978, Dean P. Phypers, 
Vice-President for Finance and Planning for IBM stated 
that the company believes that the goal of U.
«4ibm Annual” Report 1977, January 25, 1977, p. 34.
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telecommunications policy should be to provide a broad
range of reliable telecommunications services to all the
people as economically as possible. He continued that
the objective could best be obtained through maximum
use of the competitive marketplace. The only exception
that Phypers allowed for was the regulation of pure
transmission services. Beyond that he favored open
telecommunications services and equipment leading to a
greater benefit to the public through more varied products
& 5and services, greater innovation and lower costs.
IBM may not be in the interconnect market now or 
in the future. However, it is clear that IBM will give 
AT&T little comfort by encouraging open competition in 
the interconnect market.
Racal-Milgo, Incorporated
Racal-Milgo, Inc., formerly Milgo Electronics, was
purchased by Racal, a British electronics manufacturer,
on August 11, 1977.66 The company designs, manufactures,
markets and services equipment utilised to communicate
computer data and voice over the telephone network. The
company supplies a line of private automatic branch
« Dean P. Phypers, "IBM," The Wall Street Trans- 
script, April 3, 1978, pp. 50, 217.
66"Milgo Will be called Racal-Milgo, Inc.,” 
Telephony, August 29, 1977, p.
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exchange (PABX) systems including a telephone instrument
package. Systems being presently sold and installed
utilize components and products primarily manufactured by
other companies.6 7 Prior to the take-over Milgo believed
that its eventual success in the interconnect market
depended on its ability to develop a highly competitive
PABX system. Until such time as the company is able to
manufacture its own product line, a capability Racal will
bring to it, it will depend on the products manufactured
by others over which it has been unable to exercise
effective cost control. This lack of cost control along
with inexperience in the interconnect market resulted m
68
losses of $1,141,000 in 1974 and $578,000 in 1975.
Prior to Racal's purchase of Milgo, the manage­
ment of Milgo made a public disclosure of its projections 
of profit and sales for the next four years. Net profrt 
is projected to rise to $7 million in fiscal 1978, $9.3 
million in fiscal 1979 and $11.5 million in fiscal 1980. 
From $11 million in fiscal 1976, sales are forecast as 
climbing to $52.7 million in fiscal 1977, $61.6 million 
in fiscal 1 9 7 8 , $74 million in fiscal 1979 and $85.4
. ai loan 69 The manufacturing capabilitymillion in fiscal 1980.
6 7 ^ ^  annual Reeort 1975, January 23, 1976, p. 3.
^Ibid./ P • 5•
journal, January 11, 1977' P-
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of Racal may be the essential ingredient Racal-Milgo 
needs to make that forecast come true.
Litton Industries , Incorporated
Litton's major emphasis is in the supply of 
tactical command, control, communications and electronics 
support systems for the U.S. Government and other foreign 
nations. Sales of electronic and electrical components 
were emphasized instead of interconnect items. The 
company's "state-of-the-art" electronic technology and 
systems engineering capability gained from the experience 
developing sophisticated defense communications systems 
give LII the potential for growth in the interconnect 
70market.
One change Litton has made that is common to the 
interconnect market is the adoption of electronic switching 
systems. Litton discontinued the sales of all electro­
mechanical products in 1976. This conversion resulted 
in earnings of 5196,663 for 1976, a loss of -3.6 percent 
from the previous year for the Communications and 
Electronic Data Systems Division. Earnings improved to 
5203,809 in 1977, a 3.6 percent increase.71
RCA
RCA Communications presently operates three
7QLitton Industries Inc. Annual Report 1976-1977, 
Dctober 7, 1977, p. 3.
71Ibid., p. 32.
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separate subsidiaries: RCA Globcom, RCA Alascom, and
RCA American Communications. In reviewing RCA's Annual 
Reports, no evidence is presented that RCA is presently 
interested in entering the market. With regard to the 
interconnect market Business Week magazine quotes an 
unnamed RCA official as saying, "So far this affects only 
a small part of our business directly. We are hardly 
into it yet. AT&T is a big company, and we'd rather not 
provoke a fight. " 72 In the event that the market opens 
up the potential exists for rapid movement of an organi­
zation like RCA into the business. At this time RCA still 
appears to be maintaining a wait and see attitude.
American Telecommunications Corporation. (ATC)
ATC specializes in decorator handsets, automatic 
dialers, and central office equipment. ATC claims to be 
the leader in decorator handsets which accounted 
for nearly half of 1977's revenue of $26.4 million. ATC 
has placed its primary emphasis as a supplier to the 
telephone companies rather than compete with the manu- 
taring elements of the telephone companies. Approximately 
73 percent of its total output is sold w  the Bell system 
or General Telephone and Electronics.73
7 2 "AT&T's Bold Bid to Stifle Competitors,'■
Business Week, March 15, 1976, p. 84.
g. Edwards, ^ e r i c a n  T e l e c « i o a t i o n s , ^ 8>
The Wall Street T r a n s c r i p t ,  January
It has been reported that ATC supplies the Bell
System with more decorator sets than does Western Electric.
&TC is the company that introduced the popular Hickey
Mouse phone. They have phones under production now that
feature the characters from the Peanuts comic strip.
ATC's most serious competition in the decorator phone
74market is expected to come from -ears.
In 1976 ATC formed a joint venture with Fujitsu Ltd
a move that will give ATC added strength in the market 
because of Fujitsu's manufacturing capability. Fujitsu 
is one of the largest Japanese computer and telecom­
munications concerns entering the 0. S. interconnection
U  4 -  7 5market.
The first products to be turned out by the joint 
venture involve switching, transmission, and fiber optic 
products. The most competitive item is an electronic 
switch called Focus II.76 This switch provides all the 
features of the Bell System Dimension Switch at a highly
competitive price.
Profits Rebound, N.ation*_  ------
March 27, 197 8, P* 32‘
7 5 Ibid.
7 6 Ibid.
Northern Telecommunications of Canada
Northern Telecom (69 percent co-owned by Bell 
Canada) is estimated to be the strongest foreign
77competitor entering the U. S. interconnect market.
According to Robert C. Scrivener, the Chief Executive
Officer of Northern Telecom, the U. S. will be their
fastest growing market. Scrivener stated that regulatory
and judicial decisions in the U. S. are creating an
environment for intense and extensive competition in a
78market once served by the Bell System.
Northern Telecom is causing some consternation 
among some of the U. S. interconnect businesses. Xn 
its efforts to penetrate the interconnect marketplace 
Northern Telecom has established a headquarters in the 
heart of the independent telephone company industry in 
Nashville, Tennessee. According to David Perdue, 
President of the Northern Telecom Systems Division, the 
company now has 2 0 so-called factory-authorized 
contractors and eight direct sales offices around the 
79country.
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7 7A. G. Edwards, "American Teleco^unications, ”
The Wall Street Transcript, January 2, PP*
^Robert c. scrivener, "Northern Telecom Limited, •'
The Wall Street Transcript, April 17, 197 ,
79"No Telecom. Rolm Digital PBX Contest Sparks 
Interconnect * Battle," Electronic News, September 12, 1977,
pp. 1, 77.
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Rochester Telephone Corporation
Rochester Telephone Corporation is a small operating 
telephone company that has decided to make its own way in 
the interconnect market. The company broke with the rest 
of the nation's telephone companies in June 1977 when it 
decided to let residential customers hook-up their 
telephone equipment and install inside wiring.
AT&T's New York Telephone Company immediately took
action to stop Rochester's plan before the Hew York 
Commission. However, in a surprise move, the New York 
Commission went further than the FCC in allowing customer 
hook-ups. The New York Commission allowed customers 
to install their telephones without protective devices
currently provided by the phone companies.81
Rochester Telephone's proposal to allow customers 
to do their own wiring is still under consideration by 
the New York State Public Service commission. The
• • restricted customer hook-ups to switchboardsCommission rest.ricx.eu.
attached to one outside line. Systems and telephones attacneu
, • i nllf = ide lines require protective servicing multipl®
82devices.
. rnatomers Hooking
80"ROCr r i l TftSftnjofrnea?: Sune 30, W  P- ^  p Phones," The Wall Street u------
81Ibid. 
82Ibid.
Independent Retailers
Sales of standard decorator phones have not been
exceptional with many retailers, such as Macy's in New
8 3York, who are considering withdrawal from the market.
It is believed by some, however, that the introduction 
of "smart” phones featuring extra-cost gadgetry such as 
automatic dialers and digital displays that show elapsed
• i 84time of a call will open up the market dramatically.
International Competition
Imports of interconnection equipment into the 
United States represent only a small percentage of 
total shipments from foreign countries, but the volume 
is growing rapidly according to a study recently com­
pleted by the International Trade Commission. The 
statistics indicate that imports of all telephone 
equipment represent just over 2 percent of domestic 
shipments, while private branch exchange imports are in 
the range of 8-12 percent of U. S. shipments. Telephone 
equipment imports increased from about $49 million in 1972 
to $87 million in 1976, then jumped last year to nearly
$128 million. U. S. exports increased from $62 million in
851976 to $6 8 million during 1977.
po _ A r-r;=»v> at Ma Bell’s Market/1"Classy Phones: A GraJo at
Business Week, June 19/ 1978f p*
84Ibid.
®5”Equipment Imports Small But Increasing," 
Telephony, October 16, 1978, p. 1 •
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CHAPTER IV
INDUSTRY AND GOVERNMENT REACTION TO COMPETITION
Common Carrier Proposals
The common carriers have not quietly accepted 
:ompetition in the telephone interconnection portion of 
their business. They have attempted to introduce 
legislation and regulatory changes in two particularly 
significant instances that would have preserved their 
former market position. In terms of service, the 
carriers subscribe to a universal, all embracing concept. 
They chose to treat telecommunications in the broadest 
sense possible. The proposals support a definition that 
allows for no substitutes, no fragmentation, no segmen­
tation, no specialization, but rather assumes a homogeneous
_ . 1  mupge two proposals, the Primaryuniversal offering. These two y v
instrument Concept (PIC) and the Consumer Communication 
Reform Act (CCRA) , represent the common carriers' most
recent attempts to control the industy.
%
1 tvtt-: n The THai Pf-nmmunications Industry,
M a n l e y  R. i ™ “ i0 ; T T N 5 w  Yorks P r a e g e r T u b l r s h e r s ,Integration vs.* Competiu---
1971), p. 35.
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Primary Instrument Concept
On February 1, 197 8 , the FCC opened the inquiry
i the telephone industry proposed amendments of the
3mmission's telephone equipment registration program
CC Docket No. 78-36). The telephone industry defines
he primary instrument concept as,
requiring the telephone company to provide
subscriber•2
This industry generated proposal would have
required residential and business subsoribers to single-
line telephone service to obtain one carrier-owned and
maintained telephone teminal-the primary instrument
(telephone, . This concept is based on the belief that
it is in the public interest for one serving entity to
be responsible and accountable for complete basic tele-
in those situations where the customer phone service m  tnose
has only single line communication service.
The basic objectives of the industry proposal we
outlined in a special report in S S &  «
include the following: ible
i to make one serving entity (Telco, responsible
a n d  a c c o u n t a b l e  for providing complete basic
telephone service for single-line subscribers,
:“ ° ^ ^ ^ S ? n Cy : ™ e p t ^ b e ar°5: W?7.
Primary Instrument Concept, Tele, y.
p. 16.
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2. To assure continuity of such service;
3 . To facilitate testing;
4. To serve as a reference set to allow the 
customer to independently diagnose where
trouble lay;
5 . To permit and encourage customers to make 
prompt repairs to malfunctioning equipment 
without interruption of basic telephone .
service; and 
6 . to permit the orderly introduction of  ^
technological innovations in the network, 
urthermore the industry alleged that the proposal would 
.rovide numerous social benefits. The social benefits 
.aimed include continuity of service, reliable maintenance 
and accessibility of the latest services provided by
4:arrrer. r.  ^= labor unions, engaged inBell’s normal adversary,
program oriented at calling attention to 
tffects on the labor market brought about by t e i
boon The communications Workers of Americ:onnection boon. ^  ^  ^
(CWA) sought, • • teiecommunications."
to protect the world's best system
3..Recent- regulatory Decisions^ncourage Interc
nect Market," ^  ^
David Williams, j-al 17, 197 3, p. 31 ♦it pipctronic News f Y concept. Electro  ----  coimUnications, ”
^"Unions Scramble^or ^wer
Business Week, May f
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he union also requested that the International Trade 
lommission and the FCC identify and label all foreign 
lade parts of telephone systems as a step toward limiting 
Imports. Electronic News reports that the country-of- 
Drigin labeling on telephones and parts imported was
g
rejected by the FCC.
The Telecommunications International Union, which 
represents approximately 60,000 telephone workers in the 
United States and Canada, held their first annual con­
vention in May of 1978. The TIU adopted a resolution 
strongly in support of the Primary Instrument Concept.
The resolution stated in part,
The TIU endorses the Primary instrument Concept 
i ui ^  oriri nracticsl mBans of maintaining
aS L v m e n f  in S e  ?S!2 phone industry, protecting employment in the P public telephone
n f t w o ^ n f  e ^ I n f l h e  contiLance?of a major 
national asset, our telephone system.
This union activity really shows how much weight the
economic issues have on the PIC question. The main
issue here is maintaining their present market share,
not improved service to the customer. A potential loss
in market could represent a loss in johs. m  this case
the PIC serves the interest of the telephone companies
and the unions, but not necessarily the overall public
interest.___________ _
i ^ ^ a m s .
Concept," Electronic Mews, ^ l y  17,
7,.TIU Adopts fa^ P 22?11978fp!ri3. V
Instrument Concept, Teiegii—
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The National Association of Regulatory Utility
Dinmissioners (NARUC) supported PIC before the FCC. Their
upport was based on the premise that many state 
ommissions regulate the full service provided by telephone 
:ompanies under their jurisdiction. In a letter to FCC 
:hairman, Charles D. Ferris, NARUC President, Alexander
j. Kalinski stated,
telephone companies should be resP°nsibl®
* * : / f n  ind service in all cases where the customerfor end-to-ena service for his own
cannot reasonably be ex?e<r^®J P Naturally in PBX 
trouble shooting and maintainedand Key systems, which a r e  installed and^
by service situations where a
than in singl or small businessman has noresidential customer o naifunction is the fault
means of knowing «bebbe|he ;elephone company's serviceof his equipment or or rn J ± unnecessary
lines. This would f r e q u e n r e s u l t
and costly service visits by teiep ^  ^
personnel who c o u l d ^  Y rovided equipment but would
n o  t^e™ authorized to made necessary repairs.
Firms distributing^single^telephoneeSets ^  not
have the service an ^ companies and State larger PBX and Key system^ require COmpliance
commissions would standards. The only require-
with minimum service ^ a^ £ stration system relate
ments under telephone system and n°t .to
to protection of the.^f^eP 0nly where the ultimate protection of the pub1 • • an(j complete service
responsibility to p r a r g e j on^he telephone 
to single line Jabs®“ b|tate commissions assure 
Sde^ a L ' s S v i c e  to the general public.
The NARUC bell^ ® Sfo^athehprote“ ionIof the 
Concept is 'necessary:and will foster the goal of
£ 2 S 2 S  r n S ^ i c e ^  However.^ ^
Federal^Communications Commrssionbrevxew^i reiinpose
t W s  duty^on"the"telephone companies. Further,
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temporary postponement of the registration program 
as it applies to single line subscriber service would 
probably not cause substantial inconvenience to anyone 
review is expeditiously undertaken and pursued.
The North American Telephone Association,
representing the independent telephone manufacturers, was
initially neutral in response to the FCC Notice of Inquiry
concerning the Primary Instrument Concept. In their
newsletter, NATA Reports, a significant shift in their
position was reported.
We can no longer remain neutral. On the *?asis
°f i T  " T e ^ t h a f S t f  I - t r ^ C o ^ tall too clear that the Rrim y supporting
an attempt by the telep provision of single
iS.’S t T S '  ?SJii°l?est extent possible.
The report further elaborated,
If the primary instf ^ ddedC° there is ^virtual the tariffs are not un u ' d D paying forcertainty that customers will e ^  ^  receive
service a n d  maintenan making the acquisition of at 
and do not desire. ? the carrier obligatory, it
least one i f  ^ ^ ' S y  guarantee that the , would provide a regulato y_g^ acceSS to the entire
single°line°te^phone subscriber market of the 
United States.
missionerTi~~BulTetiii> No. «
PP' “ X x c .  we can No Longer Remain Neutral."
Reports, June, 1978, P*
1 0 Ibid., P* 4*
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In response to the project survey, the Inter- 
itional Communications Association made the following
Dinments on PIC:
Bell's "Primary Instrument Concept" is just another 
effort by "Maw Bell" to confuse, complicate, and 
delay competition within her areas of business, 
and to perpetuate her monopoly to the greatest 
extent possible. As indicated by the FCC and 
Congressional leaders in recent decisions, PIC 
is unacceptable. 1 1
MCI Communications Corporation provided the 
following response on PIC: "-Primary Instrument Concept':
A transparent attempt to vitiate the registration program,
which evoked the derision it deserved."
Two federal government agencies opposed PIC. The
General Services Administration said.
The concept (1, ( ^ d o e f ”
decision, (2) may pos.e ent for end-to-end service,
not make a compelli g 9 concept to multiline and (4 ) an extension of the concept adverse
subscribers would have a signiric federal
impact on the executive agencies^ consumer of
government, the coun y h singie-line and multi­
telephone services, Jointst?h“ glvernment in the
i M ^ o v ^  n f o ^ i n / o p e r a t t n s  a single 
telephone on a single H  ♦
7 ^ i s i t - c S ^ r “ i S s :  s s r
4, 1978. ' .
^Letter' from ^ o ? A  JoA', ^ t i m b e r
Treasurer of MCI C o m m u n i c a t i o n s  Corp
28 f 19 4-vi^  Primary Insfcrumsnt
13"Eesponse to FCC Inquiry »  the ^
Concept," T- 1 o^ommunicati ---
pp. 12-16.
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ie Department of Defense reported,
On the whole the PIC, as applied to single-line 
basic telephone service would have no significant 
impact upon the consumer interests of DOD^and the 
national defense communications network.
The Federal Communication Commission has 
ontinually attacked the Primary Instrument Concept as 
,eing unsound. The Chief of the Common Carrier Bureau,
Jalter R. Hinchman, stated prior to the recent decision,
•The Commission’s Carterfone decision and its registration 
program for direct interconnection of terminals would be 
substantially reversed if the FCC adopted the Primary 
instrument Concept."15 The outcome to the Commission was 
inevitable; the Primary Instrument Concept lacked the
timely merit required for passage.
The telephone industry has always been quick to
 ^ * nn protection of the network. PIC wasbuild a defense on protection
,  ^ the registration program,part of the defense against tne y
The registration program (Docket 19528, established a 
system to allow telephone users to connect their 
the national telephone network without carrier supplred 
protective coupler, provided that such equipment complre 
with standards in the registration program to protect
Tn 1972 the commission instituted a joint the network. In 197^, nn«
~ 71 """i. t ?rTnauiry on the Primary I n s t r u m e n t"Response to FCC Inqux y 191S,
concept," Telecommunications^ Resorts, May 
pp. 12-16.
I W d  Williams, “ F C C  Reiects Primary^nst.
Concept," Electronic News, duly 17,
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federal/state board to explore approaches for simplified 
technical interconnection of customer equipment. This 
board recommended in 1975 that a FCC registration program 
be established for ancillary and data terminal equipment 
which contained their own protective circuits. The 
Commission adopted these recommendations in November of
1975. The Commission chose to expand the registration 
program to encompass all terminal equipment.
The Commission's decision was appealed to the 
courts and two days prior to its implementation in April 
of 1976, the Fourth Circuit Court of Appeals stayed 
execution of the registration program. In March of 1972, 
the same Court upheld the Commission's registration program, 
but chose to grant a stay of execution pending an appeal 
to the 0. S. Supreme Court. On October 4, 1977, the 
Supreme Court denied certiorari to the appeal.
Richard B. Johnson stated the contention of the 
Commission in response to industry claim of danger to the
network,
To carrier “S S t ^ S i t w S ^ h S ^ S i s s i o n
answered3that the?e was « S l y  . 
resulting fromnet e . companies, most of whichinterconnected without^carrier^provided^arrangements^
“ d s S l r d f t j g l d  be sufficient protection against 
technical harm.
1 6 R i c h a r d  B. Johns on' ommun i c at ion s ^
p. 35.
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The loss of both the Primary Instrument battle 
nd the registration program put the telephone industry 
,n the position that required adaptation to the rapid 
:hanges being forced upon it. Bell reports,
Although we remained concerned that registration 
could result in service problems, we will do our 
best to make it work. Customers who provide their 
own station equipment receive billing
credits on their bill.
By maintaining a primary instrument in each 
customer's residence, substantial equipment remains under 
industry control. At the present time the average customer 
is not aware of the availability of telephone terminal 
equipment, and even if he were aware of availability, the 
inclination would be to stick with one company rather than 
going through the aggravation of dealing with two companies 
for identical service. It is in this way that the PIC 
limits customer choice and is detrimental to customer
ownership of primary instruments.
When the sugary of FCC regulations (Chapter III,
p. 33) is balanced against the telephone companies PIC
+-viq FCC proposed maintenance (basic industry) proposal, the Fee p p
• ,oc= amear more than adequate, and registration contingencies PP
, „  .he open, competitive marketplace.They also enhance the open, t-
+-0 have an advantage in marketing AT&T will continue to
a total service concept to the in that they can offer a t o w
^ A m e r i c a n  T e l e p h o n e  a n d  T elegrap h  Com£ani 
Annual R e p o r t , 1977- P- 18‘
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ustomer. In the spirit of competition, it is the 
•ustomer' s option to balance the cost of an independent 
igainst the total coverage the telephone company may offer* 
maintenance problems with basic telephone service seem 
overstated by the telephone company. The standard 
telephone instrument is an old, proven technology. Its 
dependability is not tied to manufacturing by Western 
Electric. Other independent manufacturers have proven 
their competence in a wide range of telecommunications
products including the basic telephone set.
in the final analysis the failure of the industry 
to gain favorable consideration from the Federal Communi­
cations Commission could probably be blamed on many factors. 
Its lack of timeliness would have to rank as one of its 
greatest flaws. It appears on examination that the 
proposal was submitted only after other options had failed 
and the pro-competition sentiments totally dominated the
. congress. Congressman Van Deerlin commented Commission and Congress
m H the Primary
on several occasions that he believed, . . .
t was a good transitional proposa , u Instrument Concept wa y ^18
Probably came too late for present consideration
It appears that the industry totally farle
"’here is a move throughout 
recognize the changing times. , -
t to reduce regulation and enhance 
the federal government
18"Primary InstrV”®n|t^ ™ CSco™eSdation" K y  Be' 
LastiFederalSStepA T°ward Competition," Tel^comunications
Report, July 17. «78, P- 5 ‘
competition in all industrial sectors and the telecom­
munications industry is no exception. Current economic 
issues, consumer rights and technological questions have 
made the Primary Instrument Concept an issue past its 
time.
Consumer Communications Reform Act of 1976 (CCRA)
The telephone industry has acquired some 
interesting friends and adversaries as it advanced the 
Primary Instrument Concept. Concurrent with the efforts 
to win approval from the FCC for the Primary Instrument 
Concept, Bell has concentrated its activities in Congress 
on the passage of the "Bell Bill." The bill, formally 
titled the Consumer Communication Reform Act of 1976, 
would concentrate on preserving Bell's monopoly position.
Congress has seldom shown' much interest in the 
workings of the FCC with minimal exception concerning 
broadcast regulation. Under the leadership of Bell's 
President, John DeButts, the request was forwarded to
Congress.
to pass a law that would stop competition in 
long-distance service, permit AT&T or other 
carriers to acquire the competing companies, revoke 
„rr i s -inrisdiction over technical and operating 
standards that affect terminal and accessory equipmen 
attached to local telephone company facilities.
19„a t &T's Bold Bid to Stifle Competitors," Busine_ss 
T7eek, March 15, 1976, p. 82.
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On March 4, 1976 Congressman Roncalio introduced 
i. R. 12323. The bill was referred to the Committee 
on Interstate and Foreign Commerce. The bill's purpose 
follows:
To reaffirm the intent of Congress with respect 
to the structure of the common carrier telecommuni- 
cations industry rendering services in interstate an 
foreign commerce; to grant additional authority to 
the Federal Communications Commission to authoriz 
mergers of carriers when deemed to be rn the public 
interest; to reaffirm the authority of the States 
to regulate terminal and station equipment used fo 
telephone exchange service: require the Federal
communication Commission to M  ' 1 i? 
in connection with Commission actions authorising 
specialized carriers; and for other purp
The bill impacts on competition, in general, for 
the entire telecommunications industry. For the purpose 
of this analysis only those sections dealing with terminal 
and station equipment issues will be considered. Sectron
2(c) (3) and (4) states,
The congress ^ s  and d e , s p e c X X e d  
ration of lines, “ nes, facilities, or
carriers "‘^ P t ' i e c o m m i r a t i o n s  common carriers—  
services of other te technical integrity, thesignificantly impair . installation, improve-
coordinated P ^ nl^ ; rati0n and maintenance of the 
ment, management, P telecoramunications network, 
integrated natlon^ L erse impact on the national
and * * * ha? maintaining Stability of consumer priceobjectives of mainta^ J L - |  economic resources, 
levels, conserving natio fostering an economy that
Improving productivity, " £ c£ s“ S“ Iasonable costs 
rf'captialr'Snd ts therefore, contrary to the public 
interest.21
   " " " u p 12323, 94th Cong.,2°U ‘3 ’ iarS9" SW7f “w^ bTH5tfeTG^ ernment
Printing°Office^ 1976)> P- 1-
21Ibid., P* 2 •
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Section 2(d) states,
The Congress reaffirms its intent that the complete 
authority to regulate terminal and station egu.ipm.ent 
used for telephone exchange service shall rest with 
the States even though such terminal and station 
equipment also may be used in connection with 
interstate services.
Section 8b states r
The Commission shall not grant or authorize any 
acquisition or operation of any communication 
* * * facility . . . that otherwise might be granted
A/authorized pursuant to any provision of this Act,
Vo a n y  specialized carrier that furnishes or proposes 
to furnish i^erstate =— icatron s e r v ^ e ^ .  ^
license, or certificate , will n wasteful
charges for t e l e p h o n e c^ ^ ations lines, 
or unnecessary duplicati talities 0f any
facilities, equipment and carr-j_er and will nottelephone or telegraph common carrier^ an ^
significantly impair the technical 9 manage-
capacity for unified and cocraxn^ na£.onwide tele-
ment, design, end n°\lnd±qthat such grant or author- 
phone network. ■ lt wasteful or unnecessary
ization will not resu , -.i determine, amongduplication, the Commissionjhall^determ^ ,
other things, that th P P which are the subject
of the SpeCXalll trlnor authorization, (i) areof the requested grant serviCe or services
not like or similar 't< o  Jany h COmmon carrier
^telephone or^telegreph^common^arrier^^At ^
£  ssss « bythe Commission shall be on  ^^
permit, license or cerui
      ’ ~ w r 12323, 94th Cong.,
22U •3 ’ M a r c S T ’* W l f ^ w S s h l H S t S H r ^ e r n m e n t2d Session., March 4,
Printing Office, 1976), p.
23Ibid., p. 10-
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Paul H. Henson, Chairman of the Board of United 
Telecommunications, Inc., testified before the Subcom­
mittee on Communications in the initial stages of the CCRA 
review. He emphasized that his testimony was not 
coordinated with the rest of the common carrier industry 
or the telephone association. It does, nonetheless, 
accurately reflect the general views of the rest of the 
industry. Henson’s argument for the bill concerning the 
terminal equipment market centered around two factors, the 
integrity and technical functioning of the network and 
the economic impact of this competition as it affects 
toll settlement revenues. On network integrity and
technical functioning Henson said.
It is by means of the telephone ^  “ -self • • • • . i ,7 rpreivss # but cilso trans
that the C r o m e r  not ° ^ 0^ eand therefore the 
mits signals over the ne subscribers
quality Of telephone = ; " “ |0ning of the terminal 
is affected by the Thus, telephone company
equipment for one Jttscr:^ ^  ipment has become
ownership and control of termin £ structure of
an equally integral P“ $4o1 tne 
the telephone industry.
Henson agreed that competition in the terminal equipment 
market had two economic impacts. He claimed that t 
very nature of competition forces prices to reflect costs
only and that it is no longer feasible to extract a
Of these services in a competitive contribution from any of these se
" 7a ” House Subcommittee on Communi-U.S., congress, House^ sub Foreign Commerce,
irern m f n i ' p ^ n t S  Office, 1977), P- 91.
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environment.25 More important to Henson, however, is the 
economic impact of competition as it affects toll settle­
ments revenues. Henson testified,
VJhen a telephone company loses a customer to an 
interconnect supplier— a competitor in the terminal 
ecuipment market— it loses the revenues associated 
with that account, but it also reduces its invest- 
ment and applicable operating costs. 'turn,
causes a reduction in toll settlements revenues 
received by that company because of the reduction 
of the investment base to which the separa 
formulas are applied.26
When the "Bell Bill" was first introduced by 
Congressman Roncalio, the bill had 50 co-sponsors and at 
least 200 Congressmen that had indicated that they would
support t h e  m e a s u r e . 27 R e p r e s e n t a t i v e  T i m o t h y  W i r t h
• „ a t r t alone spent $527,825released figures showing that A-ST aio
on a direct lobbying effort in the fourth guarter of 1976, 
and $2.5 million as of the spring of 1977. Despite
. a n n a r e n t congressional support,intensive lobbying and apparent e g
• 4-n trouble as opposing views were airedthe CCRA ran into trouoi
before the Congress.
--------“ 7  " «= H o u s e ,  S u b c o m m i t t e e  on C o m m u n i -U.S. , C o n g r e s s ,  a n d  F o r e i g n  Commerce,
cations, Committee on 1 uniCations Industry, Hearing
Competition ^ ^ J ^ | f | 2 | £ | ! i ^ 1976 (Washington-.
S l ^ f n t f n g ‘ ^ i -  » ” >• -  9 2 ‘
2 ® I b i d .
27 . n i d  B id t o  Stifle C o m p e t i t o r s ,"  B u s i n e s _2 "At&T's Bold BlCl 
Week, March 15, 1976, p. 82.
28Rlan w . book, ”Ma Bell and , 1977,
for Monopoly,” B u s i n g  and S o c i ^ ------
p . 7 6 .
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The North American Telephone Association (NATA) 
epresenting almost 400 of the country's interconnect 
:irms argued for consumer choice and a continued need 
for innovation in the industry. NATA questioned why the 
American consumer shouldn't be able to choose the 
telephone equipment that met their requirements rather 
than to be dictated to or restricted by the telephone 
company. They see the proposal as a fraud against the 
consumer and cite the result of competition as proof.
UATA sees the interconnect industry forcing innovation, 
but falling well behind in market shares. During the 
period of head-on competition, the telephone companies 
have been able to win over 90 percent of the interconnect 
market. In the year before the introduction of CCRA 
the telephone companies had gross revenues of more than 
S3 billion from the terminal interconnect sales and 
services while the independent interconnect companres
r,f S143 million.29 NATA believes that had revenues of S14J kxxj.
innovation will be stifled by the bill,
interests as a regulated company are best served by
its rate base and retaining maximising the srse of its ra
t in service as long as possible. When 
existing equipment
equipment must be introduced, NATA contends that
new
-----“ 7a " o House, Subcommittee on Commum-29U.S., Congress, d Foreign Commerce,
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avors long production runs of standardized products, 
f Bell can persuade Congress that they should be the 
ole producer of terminal equipment, they will be able 
■o control innovation to suit their own financial and
30egulatory purposes.
E. Lawrence Tabat, President of Dictaphone 
:orporation commented on the reasonableness of states
regulating terminal and station equipment.
, ...cification proceeding is a long and costly 
undertaking. My company been throughstate certification proceedings and^I can
that no  c o m p a n y ' " ^ h o u t  t a f f o r d  to go t h r o u g h
r e s o u r c e s  o f  t h e  B e l l  sy w a n t s  to i n t r o d u c e
50 s u c h  p r o c e e d i n g s  e v  y  l e g i s i a t i o n ,  then, c o u l d
a n e w  p r o d u c t .  . . • ^  o r e v e n t i n g  s m a l l  and
h a v e  t h e  d i r e c t  ef f e P c t a p h o n e  f r o m  s e l l i n gmedium sized companies like Diet;apn e o£
to markets big e n o u g h  to^ustify tne 
developing new products.
r-,-F the FCC, Richard E. Wiley, set the The Chairman of the
. pn-niN with th0 following tone for FCC's response to CCRR with
s t a t e m e n t :
While the Consumer Communications^Reform^A^rin
purports to advance telephone service and safe-
subsidies to res?; ® ^  ^nteqrity of the network, 
guarding the techn:LC^ n  bil£ leads to the realization nothing in the proposed bill le ^  faill 1S
of t h o s e  s t a t e d  W o u l d  do to c o m p e t i t o r s
m o s t  n o t a b l e  for w h a t  it_ for w h a t  it o u l d
and to e f f e c t i v e  r e | u ^ b r u c t u r i n g of  t e r minal
e q u i p m e n t " juria^ct^on ^i c h  supplants a single
Government* Printing Offic® ' .  P- ^
31Ibid., p. 638*
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not
net-national policy with 50 State policies will only restrict the development of nationwide  
works and markets, but also provide competitive 
advantages for telephone companies which are^ 
structured to deal on a State—by-State basis.
The FCC branded the section on reaffirming 
ongressional intent that the states have exclusive 
urisdiction over regulation of terminal and station 
squipment as an attempt to reverse PCC and judicial 
iecisions in that area. The FCC cites its authority 
based on the interpretation of decisions made by the 
o. s. court of Appeals for the Fourth Circuit. The 
Court maintained that the FCC must remain free to 
determine the manner in which terminal equipment can 
be connected to the network. The Court also supported 
the basic premise that FCC maintained jurisdiction over 
the interconnection of terminal equipment with the
national telephone network.
The FCC' s findings and conclusions in its Doc e
20003 did not support the bill's assertions that the 
price levels of interconnect equipment and the technr 
integrity of the network are harmed by present policr .
c= House, Subcommittee on Communi- U.S., Congress,House^ ^  Foreign Commerce,
94th Cong., 2nd Ses 'fioar 1977), p. 738.
Government Prxnti g ig76
33-Consumer Communications ^form ^  Federal
(H. R. 12323 and Related^3xl;^ s t l c  Telecomunications 
Communications c ‘ 1976, P- 2.
Policies, September 27, is/
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The FCC observed that the telephone industry failed to 
substantiate their claims, because evidence before the 
Commission indicated that terminals have been priced at 
noncompensatory rates. Thus those services may have been 
a burden on basic telephone service, rather than a source 
of beneficial subsidies.34 The FCC's registration program 
has provided for the protection of network integrity. The 
standards used by the Commission in this program to 
evaluate the technical acceptability of terminal equipment 
are to a significant extend the very standards advanced 
by the telephone companies as necessary to protect the 
network from technical harm. The FCC has requested that 
telephone companies cite cases where damage to the network 
has occurred. To date no telephone company has responded 
to that challenge. Thus, the commission's decisions in 
this area have allowed for innovative equipment services 
to be available to the American telecommunications 
customer, while also protecting the network f^physical 
harm and the user from degraded service quality.
in testimony before the House Subcommittee on 
Communications, Alfred E. Kahn, then Chairman of the New 
York State Public Service Commission, branded the bill
34"Consumer Communications t^the Federal
(H. R. 12323 aI>d Related^B i i : Telecommunications
PoTicies^September 27, 1976, p.3.
2^Ibid., P* 905.
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as anticompetitive, a move generally not anticipated
from a state regulatory body which usually supports the
telephone company. Kahn said that severe limitations
would be placed on competition by returning exclusive
control over the market access of nontelephone company
suppliers to the several state commissions, many of which
had clearly signaled their intention to overturn the pro-
3 6competitive policy of the FCC.
On the relationship between terminal equipment 
and separations Kahn said that his staffs calculations 
show that the contribution of interstate service to the 
common costs of terminal equipment does "not at all" 
go to hold down the costs of basic service. Instead, 
it has been totally used up in subsidising^the rates
charged for the terminal equipment itself.
The hearings of the 94th Congress ended without
rcnA At the start of the 95th ever leading to a vote on CCRA.
congress the "Bell Bill” was re-introduced. As a result 
of testimony from the hearings conducted during the
.. CCRA supporters numbered less than fifty. 94th Congress, Ccka supp
P r o c o m p e t i t i v e  f o r c e s  in t h e  C o n g r e s s  w e r e  m a k i n g  t h e i r  
m o v e .  The c o n g r e s s i o n a l  S u b c o m m i t t e e  o n  c o m m u n i c a t i o n s
Tk ' <=<= House, Subcommittee on Communi- 3 U.S., Congress, Hous ^ Foreign commerce,
cations, committee on Interstate a of 1 9 7 6 , Hearing, 
C o n s u m e r  rommunicatiqaS (Washington:
Government0printing Offide <$977,. P. 985.
37Ibid., p. 1010.
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nitiated hearings to set policy and define the public 
.nterest in the telecommunications field. The sub- 
:ommittee made two basic assumptions that ultimately 
loomed the CCRA. The public interest will be served if 
as much competition as possible is allowed in the 
telecommunications industry; and competitive forces, 
rather than regulatory forces should dictate policy m  
the telecommunications field.38 Congressman Timothy Wirth, 
a member of the Subcommittee on Communications, introduced 
a procompetition resolution in January 1977 designed to 
educate the Congress on communications issues. Among 
other things, the CCRA was recognised as not consumer 
oriented, not reform oriented, but special interest
o r i e n t e d — d e s i g n e d  to p r e c l u d e  c o m p e t i t i o n .
Even though CCRA never came to a vote and was. in 
essence defeated, it did generate congressional interest 
in a field that had been dormant since the passage of the
Ti 4- of 1934 Not to be outdone by anyone Communications Act of 1934.
aifi Bell maintains that CCRAin the telecommunications field, Bel
.c 4-v.o nresent telecommunicationswas the impetus for the present
_i The C o m m u n i c a t i o n s  A c t  of 1 
l e g i s l a t i v e  p r o p o s a l ,  ine
• 4-ant- Vice-President of PublicMr. Dick Eckert, Assistant
.j by congressman, Timothy Wirth, 3 Opinion expresse y ec0xnmunications m
in an addrlss ( " ^ / ^ ^ t i o n " ?  ^  the University of 
America: Monopoly or | 25 1 9 7 8 .
Colorado, Boulder, October
39Ibid.
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Affairs, Mountain Bell, maintains that CCRA only lost 
out because it looked at a small portion of the tele­
communications industry problems.40 There is no question 
that the proposed Communications Act of 1973 focuses 
on the entire telecommunications industry. Congressman 
Timothy Wirth calls the telephone interconnect business one 
of the continuing big issues of the new act despite 
Carterfone and favorable decisions for competition in 
the past.41 The next section will examine how the 
telephone interconnection industry will fare under the 
proposed Communications Act of 1978.
Communications Act of 1978
On June 7, 1978 House Resolution 13015 was 
introduced by co-sponsors House Communications Subcom­
mittee Chairman. Lionel van Deerlin and ranking minority 
subcommittee member, Louis Frey, Jr. Van Deerl
Frey stated that the overall objective of H. R.
i-st-her than the federalwas to allow the marketplace,
4-v,^ future of telecommunications
government, to determine the future
in America. Correlaries to the objective rnclu e
President of Public . Bell Systems Reaction to
("The Common Carrler ± ., at the University or
coming proposed Legislation )27i
C o l o r a d o ,  Boulder, Sepre 
4 1 I bid.
85
intentions of allowing more competition, decreasing 
the federal presence, and providing the widest possible 
range of telecommunications services at affordable
42prices,
Four specific provisions of H. R. 13015 are 
particularly significant in their relationship to the 
future of the telephone interconnection industry. This 
discussion will examine the reactions to and the 
recommendations resulting from the telephone industry’s 
analysis of these four critical provisions. The first 
major point is found in Title 1, General Provisions.
This provision extends federal jurisdiction to regulate 
any telephone company except those which are strictly 
intrastate and do not receive compensation from the 
Universal Service Compensation Fund. Section 331 
elaborates on the general provisions by directing the 
Commission to,
foa<;ible r e l i a n c e  to [sic](1) place maximum feasinie 
marketplace forces .
(2) rely on competition to provide efficiency, 
innovation, and low rates, and to determine 
the variety, quality, and cost of telecommuni-
cations services;
_   r  1973"
42"The Proposed 1878' P '14'Debate Begins, S_atelii£--------
86
(3) establish full and fair competitive 
conditions . . . ^
Sections 332 (Common Carrier Holdings in Other 
Companies) and 333 (Restriction on Manufacture of Equip­
ment) have created the greatest furor within and out 
of the industry and they are shown in full below:
Section 332. Norwithstanding any other provision 
of law or any judicial determination or decree, and 
except*as provided in section 333, any common carrier 
mav hold or acquire shares of any separate company 
which engages in any activity, provides any ^vice,
or offers any product which the Commission, after
notice and opportunity for hearing, has determined 
to be telecommunications or to be incidental to 
telecommunications. ^^communications
aCtincidentalV to telecommunications, the Commission 
filiatedicompanytinconsistent^ith"the purposes
of this part.
(a} No person shall provide a non-Section 33 3. (a) n p service and also becompetitive telecommun equipment used in
engaged in the mMMfaeture o (b) Thefurnishing “ y common carr ^  effeot he
S T o I ^ S e  1-yeai period following the enactment
of this Act.44
The View from the Hill.
_  While H. R. 13015'S basic trend toward more
competition is favored by the Congress, the sections shown
above are still s u b l e t  to debate within t h e  S u b c o d e
on communications. Representative Timothy Wirth s a
■ »d that divesting Western electric,that he was not convinced that di
^3"The P - P ° - U t e " ? S c a f i o f s ?  Suly 1978*. 16.
Debate Begins, S a t e m t
44Ibid.
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in accordance with Section 333, made any sense at all.
Wirth contended that an independent Western Electric
would be in the position to completely overwhelm smaller
interconnect manufacturing firms. Wirth sees the smaller
companies as a primary source of innovation in the
industry. He fears that this innovative push against the
giants would be lost if Western Electric was completely
free to market their interconnect line. Representative
Wirth also said that the divestiture section (333) was
not the consensus of the Subcommittee on Communications,
but only represented the desires of the co-authors of
H. R. 13015, Lionel Van Deerlin and Louis Frey, Jr.
In the final analysis Wirth feels that Congress is
responsible to resolve these complicated issues, but
does not foresee successful legislation resulting from
4  D
the present effort for at least seven to ten years.
Another House communications Subcomaittee opinion, 
divergent from Van Deerlin and Wirth's views on divesture,
was reported in the Electronic Sews- It was reported
that the wording of the divestiture section of the new br 
could allow AT&T to retain ownership of Western Electrrc, 
i£ it is willing to concede that normal Ion, distance
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46services are competitive.
In remarks before the American Electronics 
Association Congressman Van Deerlin indicated that while 
hg favored the divestiture of Western Electric, he had 
no ready solutions as to how Bell labs should be handled. 
Van Deerlin claimed that Section 333 of the bill existed 
because he was following what the courts and the 
Department of Justice had already started. Van Deerlin 
stated that he did not believe that competition should 
be achieved by having Bell equipment offerings tariffed- 
regulated and competitive equipment untariffed.
In addition to internal subcommittee disagreement 
over basic issues, another factor that clouds the 
successful completion of the Communications Act of 1978 
is the departure of Louis Frey, Jr. from the Subcommittee. 
Frey, the co-sponsor and ranking Republican on the sub­
committee, is retiring to run for governor of his state.
Van Deerlin has expressed hope that whoever succeeds Frey
u ... 48
will join in backing the bill.
s / s ? . .
p. 1.
"victor Block, "VannDeerlin Backs^ivestiturepOf3_
Western Electric from Bell, Teiepn
48Victor Block, "House IT/lllT,3
for Rewriting Bill," TeleEhon^, August 28,
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The Federal Bureaucracy
Charles D. Ferris, Chairman, FCC, testified 
during H. R. 13015 hearings in August 1978 that he was 
concerned with three potential problem areas in the 
domestic common carrier provisions of the bill. The 
three problems related here apply directly to the general 
provisions and Sections 332 and 333. In regard to the 
general provisions Ferris does not feel that H. R. 13015 
gives the Commission adequate regulatory authority where 
marketplace forces are said to be deficient. Ferris is 
concerned that firms like AT&T, GTE and Western Union 
will use the same facilities to offer both competitive 
and noncompetitive services. He sees the bill's 
provisions to check on these giant firms as inadequate. 
He also considers the bill vague in determining juris­
dictional responsibilities between the federal govern-
49ment and the states.
Ferris' indictment of vagueness and inadequacy 
extends to Sections 332 and 333. While Section 332 
frees AT&T of the Consent Decree of 1956, it does 
clearly define the extent to which AT&T and Western 
Electric will enter other markets. In the case of 
Section 333 Ferris believes that the bill does not 
provide a means of regulating during the transition
49vlctor Block, "Hearings “£* 'p“ l 1!’
national liSues." TeleEhoni, *1 '
90
period of the bill. Ferris sees AT&T having such a great 
share of the market in the initial stages of the 
competition that free market forces will be stifled by 
AT&T's edge and AT&T's position actually strengthened.
Perris recommended in his testimony that the three 
year transition period be scraped in favor of continued 
commission regulatory authority until the market is 
stabilized. ^
Henry Geller, Director of the National Telecommuni­
cations information Agency (NTIA). testified during the 
H. R. 13015 hearings that the legislation continues the 
trend of federal pre-eminence over state regulatory 
authority. From a states-rights point-of-view the action 
is undesirable, but, according to Geller. the nature of 
the telecommunications industry as well as the precedent 
coming from judicial decisions over the last ten years
w  5 1mandates the approach.
During a telecommunications seminar at the
university of Colorado. Dale N. Hatfield, a policy analyst
at NTIA, gave NTIA views on common carrier issues re a
, 1- «f 1Q78 First and foremost to the Communications Ac •
the deregulatory and procompetitive spirit NTIA supports the de g.
-,o * - Hatfield identified Sections 332 andof the 1978 Act. Hatnexu.
qn , . "Hearings Mix Domestic, Inter-
21* 19781 p - 1
51Ibid., P* 16*
91
as the most hotly debated items in the legislation.
While NTIA supports those sections, Hatfield believes 
that the lack of definitions for competitive versus 
noncompetitive guidelines thwarts any hope for immediate 
passage. NTIA shares FCC's general concern that AT&T 
may have too much of a share of the market if the bill 
was enacted now. NTIA favors a longer interim period 
following enactment of the bill plus increased regulatory 
authority to the Commission during the interim period. 
Hatfield forecasts that the Subcommittee on Communi­
cations will now "rewrite the rewrite." He does not see 
passage of a bill in the near time frame, but he does ^  
see continued congressional focus on telecommunications.
The Common Carrier Point of View
While AT&T clearly welcomes the relief from the
o f  19 56 they do n o t  w e l c o m e  the p r o v i s i o n s  C o n s e n t  D e c r e e  o f  1956, t n e y
• rx divestiture of Western Electric, of Section 3 3 3  requiring divestitu
ATST believes that vertical integration is the key to 
their continued viability in the telephone equipment
nieV Eckert, a public affairs officer for marketplace. Dick Eckert, .e
n  r a i l e d  the 1978 Act a series of compromises 
M o u n t a i n  Bell, called
each interest group could
that o f f e r e d  something that
4. iv t h e  n e g a t i v e  c o m p r o m i s e s  a s k e d  
e m b r a c e ,  u n f o r t u n a t e l y ,  t h e  neg
~~To " hv Dale N. Hatfield, telecom-Opinion expressed by Da address („An overview
munications policy ana^ t ,  ^  Act of 1978") at the
o f  the * r ° P ° T  C o l l a d o ,  B o u l d e r ,  O c t o b e r  4, 1978.U n i v e r s i t y  of  C o l o r a d o ,
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for by Congress guarantee that the telephone industry
will fight any passage of the 1978 Act in its present
form. Eckert sees the regulatory environment in the
equipment marketplace remaining basically the same.
Eckert complains that the present regulatory tariff
procedures for equipment pricing give Bell competitors
an edge in the marketplace. Eckert reported that
Mountain Bell is now losing one half of the interconnect
... 53
business cases where competitors made a bid.
The United States Independent Telephone Association 
(USITA), representing about 1,550 independent teleph 
companies, provided views similar to the Bell position 
when their president appeared before the Subcommittee 
on communications. USITA re-emphasized their support 
for the Primary Instrument Concept. Their most 
mental concern with H. R. 13015 is its thrust toward
total competition in telecommunications. USITA finds 
that the bill projects the telephone industry into a 
future competitive arena in a far more comprehensive 
manner than the F C C s  competition policies ever intended
_ __ a pre—Carterfoneto reach. In what appears to be a p
• . •  ^ the telephone industryattitude, USITA maintains that t
..e hasic responsibility if Congresscan best meet its basic respu
530 pinion exPraa®j2SsY ("The COT^on'Carrier and Bell 
Mountain Bell, in an ± Proposed
thetUniversity°of Colorado, Boeder, September 27, 1978.
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defines the balance between the benefits of 
monopoly and the role of competition and specifies those 
areas where duplication of facilities is wasteful and 
where the public interest suffers in a competitive 
atmosphere. USITA believes that traditional telephone 
service and its future development can best be handled 
on a noncompetitive basis. USITA supports the basic 
thrust of Section 332, if the public interest mandates 
competition in all telecommunications markets. USITA 
does not favor Section 333, because it fears that 
divestiture will destroy the integrated nature of the
54common carrier industry.
The National Association of Regulatory Utility 
Commissioners (NARUC) president did not directly support 
the telephone company's position on H. R. 13015 during 
his testimony. However, NARUC’s stand can be classified 
as noncompetitive, because it continues to favor strong 
state regulation over the intrastate telecommunications 
industry. NARUC’s principal concern regarding the 
legislation is that it virtually eliminates State
regulation of telephone common carriers. It is the
the very existence of our excellent NARUC's position that tne ve y
54J. Philip Bigley, P r e s i d e , “  H. R. 
independent TeieP5°£!0^J°tit on iommunications, Committee
13015 b e f o r e - conmerce, United States House, on Interstate and Foreig ^
of Representatives, July /
telecommunications system constitutes irrefutable proof
55of the effectiveness of the regulatory process.
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The Noncommon Carrier View
Robert E. Bennis, Director of Telecommunications 
for Westinghouse Electric Corporation and President of 
the International Communications Association (ICA), 
testified before the Subcommittee on Communications that 
he represented much of the "user" community. ICA's 
membership comes from a wide cross-section of industry. 
Firms represented on the board of directors are Monsanto 
Company, Ashland Oil, and Martin Marietta Corporation,
to name a few.
Bennis favored the general provisions of the 1978
Act that call for a heavy emphasis on competition, but
he felt that it is important that Congress clearly
recognize how users view the competitive environment as
it exists today. Bennis sees the user still having
limited choices in the equipment marketplace, because
the interconnect market is thoroughly dominated by a
single supplier, AT&T.
55Riohard Elkin, resident, Rational
of Regulatory Utility communications. Committee
13015 before the Subcomm United States House
on Interstate and Foreign ^ 
of Representatives, July >
c , . urociflpnt, International Com-Robert E. tennis, Presiden^, ^  ^  i3(j15 before
munications Assocl i°JJlunications, Committee on Inter- 
the S u b c o m m i t t e e  on Comm United States House ofstate and Foreign Comerce,u
Representatives, Auguo
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ICA opposes divestiture of Western Electric 
under Section 333, but for reasons much different than 
AT&T's vertical integration argument. ICA sees the three 
year transition period dangerously brief. If regulatory 
oversight is prematurely removed, ICA fears that AT&T 
will still have an overwhelming share of the equipment 
market and be in the position to dictate market shares 
and prices for products. ICA concluded that even a 
••divested" AT&T will create the situation in which 
the allocation of market shares among the smaller firms 
will always be tenuous and the definition of what is the 
relevant market will be unstable. Bennis further 
testified that it cannot be concluded that competition
•n nronrotlv provide self-regulated,in the industry will prompt y p
lower prices to users with the degree of precision that ^
the subcommittee had in mind when they drafted the bi
Bennis also testified that the bill does nothing 
to protect the advances already made in the telephone 
equipment market since Carterfone. Bennis pornted out 
that a good deal of the innovative advanced business
Utilised by users today have come and scientific systems utilised y
. t of the freedom of choice provided 
about as a res environment. ICA recommended
an unregulated competitive envi
l ^ r ^ n n i s ,  resident, Xnternationaljom- 
munications Associatio^ Testimony^ CQmnittee on xnter-
the subcommittee on; united States House ofstate and F « e i g n  Commerce,
Representatives, August i*
that the bill should provide explicit language making
it clear that heretofore unregulated services are not
5 8intended to be regulated.
The computer industry has been very active in the
hearings. From IBM and other computer manufacturers
point-of-view the problem of co-existence created by
Section 332 boils down to the computer manufacturer's
fear that AT&T will be able to cross-subsidize their
competitive equipment line with the regulated portion
of their operation. FCC Commissioner, Joseph R. Fogarty,
also has stated that there was some basis for computer
manufacturer fears, because there has been some evidence
suggesting that local telephone service may be subsidizing
other offerings being made to business customers by the
59phone companies.
A representative of the Association of Data
Processing Service Organizations (ADPSO) testified
Section 332 would have an adverse impact on competition,
because the section grants ATST immunity from the Consent
Decree of 1956 and antitrust laws in general. ADPSO sees
58Robert B Bennis, President, ^ n a t i o n a y o m -
munications Association, committee on Inter-the Subcommittee on Coramunicatio , es House of
state and Foreign commerce. Unite
Representatives, Augus • |
59 " ^ e  New New ^
vaa^Q°"°Business 13' 1978'
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Section 332 placing AT&T in a position where they will 
acquire firms rather than compete with them. ADPSO 
endorses a regulatory status quo rather than have to
compete with AT&T in their own computer services or
. . .  60 computer manufacturing activities.
While the Computer and Communications Industry
Association (CCIA) supports divestiture under Section 333,
they do it with great reservation. CCIA fears the impact
of Western Electric on the competitive market, because
of Western Electric’s present size and industry position.
CCIA opposes Section 332, because they foresee subsidy
problems between the regulated portion of the industry
and the new areas of business AT&T could enter under
Section 332. From CCIA's point-of-view allowing IBM
and AT&T into the same equipment marketplace will result
. . 61
in a two-firm oligopoly rather than competition.
The Communications Act of_ 19??
The communications Act of 1978, H. R. 13015, has
been called a first step and rightly so. Given the
diverse views that have been examined from both sides of
the issue, there seems to be no chance for a congression-
ally sponsored mandate in the near future. No attempt
%
6°v— o”r ^ ° i 4 :fication, Divestiture, Teie£ X
61Ibid., p. I6*
has been made to choose sides on the issue of competition 
in the equipment marketplace up to this point. In the 
next chapter the time has come to get off of the fence, 
and forecast where the interconnect market is going 
and how it should get there.
CHAPTER V
CONCLUSION
The Evolution of Interconnection
When the Carterfone decision was implemented by 
:he Federal Communications Commission (FCC) in 1968, 
the FCC may have unwittingly started a change in the 
structure of the entire telecommunications industry. 
Certainly the commission's motivation to assure that 
specialized and innovative equipment were made available 
to the public has created a new industry. The FCC has 
said that this and succeeding decisions have set American 
enterprise free to develop better- and different Kinds of 
telephone interconnection equipment. Hundreds of 
different companies now manufacture telephone equipment. 
It is doubtful that AT&T would have ever been willing to
meet all the communications demands that have been
.1 +-ion More and more, the business generated by competition.
customer, and in a lesser way, the residential customer 
now is free to use the equipment that the organization
<== House, Subcommittee on Communi-cations^Committee^on Interstate and Foreign Commerce^^
C o ^ e tition T g g ^ v S s h i n g t o n :
Government^Printing Office^ 1977), P- 925.
or individual feels is best rather than only the equip­
ment that the carrier sees fit to provide. The user 
now can decide whether equipment meets their needs, and 
make cost/quality trade-offs rather than entrusting those 
decisions to the telephone company.
In addition to making more equipment options avail­
able to the user, FCC decisions have resulted in economic 
benefits to the consumer. The Commission's decisions have 
permitted the equipment market to evolve into a multiple 
supplier market where competitors utilize state-of-the- 
art technology and features to capture a portion of the 
market. In this environment there is no incentive for 
competitors to build and market terminal devices which
are overpriced or so overbuilt that they are not affordable.
During hearings before the House Subcommittee on Communi­
cations the FCC provided a statistical example of the 
economic benefit of competition. Prior to the Carterfone 
decision carrier provided answering machines cost approxi­
mately $500. Information submitted by AT&T in Docket 
20003 indicated that by 1976 the wholesale price for 
telephone answering machines was $410. AT&T also observed 
that the average wholesale cost of answering 
purchased by industrial users was approximately $ 2 0 0 and
~-For* -individual consumers that answering devices design
k t S70 In 1974 there was a total installed basecost about $70. m  i»/■*
of 1 5 0 , 0 0 0 answering devices provided by the telep
s a n i e s ,  while 650,000 customer-provided devices were
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utilized by businesses and individual consumers. These 
figures show that the new competitive answering machine 
suppliers have lowered the price of one class of inter­
connect equipment, while at the same time fulfilling the
public needs.
The Common Carrier industry counters the economic
finding shown above with a two fold argument. First 
the carriers have emphasized that they provide a communi­
cation service as opposed to simply communications 
equipment and facilities. This service gives the user a 
guaranteed end-to-end communications capability. There­
fore, the carriers argue, in order to ensure the continued 
quality and reliability of the service, they must have 
end-to-end responsibility. The FCC has argued that there 
never has been any demonstratable harm resulting in 
interconnection of nearly 1 , 6 0 0  independent telephone 
companies, most of which interconnected without carrier 
provided arrangements.3 The independent telephone 
companies have purchased their switching equipment from 
the same companies that AT&T would prohibit from the 
telecommunications business marketplace. There has been
2 - r -o c c !  House, Subcommittee on Communi-U.S., Congres , state and Foreign Commerce,cations, Committee on * ^ s t a t e  a Industry, Hearing,
Competition <*f J f1' » " % % £ £ £  iuT l97nwtshington =
Government*Printing O f f i c e ^  1977,. p. 853.
3Richard B. dohn 
That Have Affected the Tele ' J u n e  1978, p. 35. Business communication Review, y
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network damage caused by both carrier and independent 
provided equipment. Both AT&T and the FCC cited examples 
before the Subcommittee on Communications. However, it 
is our general belief that the large number of success­
fully interconnected devices and the accompanying 
registration program managed by the FCC is sufficient 
evidence that customer provided equipment has not caused 
sufficient interference anymore than Bell equipment. Our 
analysis has found that there is no apparent basis for 
AT&T claims that competition is or will be harmful to 
the telephone network. AT&T has also claimed that 
competition has only gone after the most lucrative markets. 
While a case may be made for this in the long distance 
microwave services provided by the Specialised Common 
Carriers, no evidence substantiates this in the equipment
market.
The Future of Regulation and Legislation
The Common Carrier industry has not welcomed any 
of the changes brought about by Carterfone and the 
regulatory and judicial decisions that followed it.
' While the FCC has attempted to broaden interconnect
n2y.r.^prs have introduced market participation, the Common Carriers
n f  their own that would have restore counter proposals of their owi
• yhe interconnect equipment
their own monopoly position m  the
• „ as stated in Chapter IV, the Consumer Commum-busmess. As srareu
, . y. _ primary Instrument Conceptcations Reform Act and the Primary
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helped to escalate telecommunications policy to a national 
level for the first time since the enactment of the 
Communications Act of 1934. However, the initiative of 
the Common Carriers has not paid off for them. While the 
Communications Act of 1978 is not law and probably will 
not be for years to come, the spirit of competition has 
been given increased impetus by the Congress.
The debate over a new Communications Act will 
continue to be fueled by competing special interests.
There seems to be little or no chance that the Act will 
ever be passed in its present form. Indeed, there is 
some danger that Congress will attempt to pass some 
aspects of the Act in a piecemeal fashion. If the problem 
is approached in a piecemeal fashion, the explosive issues 
of divestiture and freedom from the Consent Decree of 
19 56 will be delayed while other less controversial issues 
are dealt with by the legislators. While there is little 
or no hope for meaningful legislation in the next five to 
ten years, there is cause for encouragement. Important
. ■ issues have been surfaced at a nationaltelecommunications issue
leVel* • .
The legislative commitment to competition can
rii-ir-ina the upcoming "interim strengthen FCC’s position during P
t i-ha first years after Carterfone, 
regulatory period. In th
Of the carriers to competition in the the response of the carr
4- markets was limited to attempts in 
established equipment market traditional
Congress, the courts and FCC to protect t.
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markets. More recently, however, AT&T has spent more 
effort revamping their marketing strategy and developing 
or purchasing more competitive equipment to offer their 
customers. AT&T argues that introduction of new equipment 
would have happened without the competition. It is hard 
to prove one way or the other. Evidence has been shown 
that Bell traditionally lags in marketable equipment 
innovation. While at the same time, no one can refute 
the benefits derived from inventions out of Bell labs. 
Nevertheless, it is hard not to agree with FCC's 
conclusion that AT&T's actions were either inspired by 
competition or happened sooner because of the pressure
. . 4of competition.
Without legislation the FCC will continue to 
regulate as before. The regulatory status of the inter­
connection industry should see very few, if any, major 
changes. In situations where FCCs authority over
_ n  rrcA the courts should continue to equipment is challenged, the
re-affirm the trend toward competition.
The Future of Interconnect
Telephone interconnection equipment is now going
, ,-i nnarv change that may make all previous through an evolutionary cnange
a~~ House Subcommittee on Communi-U.S., Congress, ^ouse, Foreign Commerce,
cations, Committee on. In ®^f.unications Industry, Hearing, Competition ip S f  197TTwLhington ,
Government* Printing Of f ice^ 1977,. p. S55.
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definitions obsolete. As communications technology goes 
digital, the potential for supplying the needs and 
requirements of digital hardware embraces not only the 
firms involved in the telephone interconnect industry, 
but the entire electronic, computer, and related hardware 
industry. While the definition of what the service will 
be, telecommunications or data processing, will be 
troublesome, the equipment features will give the 
residential and business customers capabilities far 
exceeding their standard voice and data capabilities.
The digital trend and the impact of competition 
have made the telephone interconnect market a dynamic 
one. our industrial survey has shown that market entries
will far exceed market exists. The common carrier
manufacturers will continue to maintain their overwhelming
share of the market, because of three factors: (1)
v. • resulting from the vertical structureguaranteed business r
of the common carrier industry will not change in the 
absence of a legislative mandate to do otherwise,
AT&T, GTE and others have embraced marketing and «  
determined to make it work; (3) customer aw V0
selling philosophy is bound to make them more at*” C
to business customers. The competition is not ab 
generate meaningful advertisement on a national sea e 
Most people are only aware of one telephone eguipm 
supplier, the local telephone company.
In the final analysis there will be a continued 
influx of new participants into the equipment marketplace 
armed with new ideas. Their presence will serve to fuel 
innovation and keep the carriers committed to their new 
marketing philosophy. The competitor's small market share 
and uncertainty over the ultimate structure of the 
industry will discourage an all out attempt to wrest the 
market from the telephone industry. The big investment 
dollars are unlikely to fall until the legislative mandate 
clearly maps out the future structure of the industry.
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